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FOREWORD 


The future organization of Europe after the Marshall Plan is beginning 
to assume tangible proportions. Significant trends indicative of this evolution 
are, 1) the announcement by Mr. Paul Hoffman that Europe must “in- 
tegrate’’ her economies, which followed the pessimistic report by the OEEC 
that intra-European trade had fallen behind production gains; 2) the 
formation of the Council of Europe and its meeting at Strasbourg this 
summer, and 3) the elevation of Germany to a position of greater inde- 
pendence among the other European nations. 

Equally significant are the recent moves toward an economic union of 
France, Italy and Benelux and the joint talks on defense problems between 
the European powers and the US. The latter event holds special significance 
for the US as it represents a persistent involvement in European affairs 
beginning with the European Recovery Program and followed by the creation 
of the West German Republic, support of the formation of the Brussels 
Pact, adoption of the North Atlantic Pact and passage of the Military 
Arms Program. 

These trends are indicative of the main objectives of United States 
policy in Europe. The first of these is to help create an integrated community 
of free nations strong enough to resist Communist domination, and the 
second is to bring as many Germans as possible into peaceful association 
with the Western powers and prevent that country from allying itself with 
the Soviet Union, as it did after World War I. 

The Marshall Plan has made progress under this policy possible. The 
questions for the future are: Has the foundation for European political and 
economic viability been securely laid, or will the arrival of 1952 signal the 
need for further external aid to prevent a sharply reduced living standard 
in Europe? If the latter is true, what form should such continued assistance 
take and what kind of a quid pro quo should reasonably be required by the 
US? If the former is true, what are the problems that must be faced next by 
Europe, what are their chances of being successfully solved, and can it be 
said that economic integration and political union will be the solutions 
sought? Finally, how does the Europe east of the Stettin-Trieste line fit into 
future calculations? 
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No positive answers are given to these crucial questions, but this issue 
does interpret the problems involved in answering them by providing 1 
framework for their analysis and an estimate of future probabilities. 

As broad a problem as “Europe After the Marshall Plan” cannot be 
analyzed as other than a global problem. Therefore, we have included within 
our discussion consideration of those factors that bear upon the European 
question because they deal with it as an integral part of the world scene. 
The Spring issue of the Columbia Journal of International Affairs on “The 
Advancement of Underdeveloped Areas,” will serve to complement the 
current issue by spelling out in greater detail this inter-connection between 
European recovery and development overseas within a wider pattern of 
international intercourse. 
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THE PROSPECTS OF EUROPEAN VIABILITY BY 1952-53 
By Howard S. Ellis and Maxwell Obst 
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I 


The “production” phase of the European Recovery Program has now 
nearly ended. After World War I, Europe’s industrial production did not 
recover to the pre-war level until 1925 —some six years after the end of 
hostilities. Now only four and a half years after the cessation of hostilities 
and after only one and one-half years of Marshall Plan assistance, every 
important OEEC country, with the exception of the former enemy powers 
and Greece, is producing at 20% or more above the 1938 level. The actual 
performances of the nations involved are as follows: 


Indices of Industrial Production 


1946 
Belgium 89 
Denmark 101 
France 79 
Italy 61 
Netherlands 74 
Norway 94 
Sweden 136 
United Kingdom 100 


1947 


106 
116 
by. 
81 
94 
108 
138 
108 


1948 


115 
130 
108 

87 
112 
118 
143 
ihe 


(1938100) 
Ist quarter 1949 


122 
135 
124 
90 
122 
130 
147 
bg | 


Source: United Nations, Economic Bulletin for Europe Second Quarter 1949 


(Geneva, 1949). 
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The internal monetary and fiscal position of all countries has also 


improved greatly. In fact, ‘‘disinflation’” has gone so far in Belgium, Italy, | 


and the Bizone (countries in which orthodox remedies for inflation have 
been applied very strongly) as to occasion alarm about rising unemploy- 
ment. The evidences of better conditions are manifold and were reflected 
in the diminution of the balance-of-payments gap in 1948. The Western 
European deficit with all areas was reduced during that year by 22% — 
from $7.2 billions to $5.6 billions. In the same period, the dollar gap 
with the United States (which accounted in 1947 and 1948 for two-thirds 
or more of the total deficit) declined from $5.4 billions to $3.6 billions, 
or by 33%%%. Continued progress at this rate would, if it were realized, 
result in the solution of Europe's foreign-exchange problem by the ERP 
deadline of 1952-53. It is important to realize, however, that so long as 
a substantial dollar deficit — reflecting the purchase of highly strategic 
materials — persists and is financed by Marshall Aid, all other favorable 
indications, whether in the economic or political realm, should generate 
only qualified optimism. 

Despite the recorded gains, there seems to be increasing sentiment that 
ERP has failed—or is in serious danger of failing—to achieve its goals. Sev- 
eral major factors account for this somewhat paradoxical situation. The 
Interim Report of the OEEC, issued in December 1948, shattered the illu- 
sion that the approach thus far adopted would be sufficient to eliminate 
the deficit in the time allotted. After collating the different plans sub- 
mitted by the member countries, this report found that a probable deficit 
of $3 billion would still remain at the end of the program. This forecast 
implied that the last three years of, the Marshall Plan will show extremely 
slow progress in comparison with that achieved in 1948. A later report, 
issued by the Economic Commission for Europe early in 19491, revealed 
that efforts towards European cooperation had been ineffective and that 
the investment plans of the various nations, which will determine the future 
structure of the European economy, were largely uncoordinated and autarkic 
in character. 

A more substantial blow at any remaining illusions was struck this 
past Spring and Summer when the balance of payments situation deterio- 
rated sharply. Almost all countries suffered a shrinkage of dollar earning 
exports. Among the Western European countries, the greater part in the 
rise in the adverse trade balance was accounted for by the United Kingdom, 
Western Germany, and Italy —all of them already heavily dependent on 
outside assistance. The relapse, especially on the part of the United King- 
dom, which as recently as last March was being applauded for its splendid 
performance, brought clearly into focus the need for more vigorous or 
radically mew measures. There is disagreement as to the causes of this set- 
back; but the moderate recession in the United States, combined with the 


1 United Nations, A Survey of Europe in 1948, Economic Commission for 
Europe, (Geneva, 1949). 
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emergence of a buyers’ market in the international scene as a whole, provide 
sufficient explanations. The dip in activity in the US reduced our purchases 
of industrial raw material from European dependencies and the Sterling 
Area, as well as our purchases of manufactured goods from the Continent. 
American imports from ERP nations declined by 14% in the first half 
of 1949 (in value, about $74 million). Our purchases from the United 
Kingdom, France, Italy, and Switzerland fell by 23, 28, 31, and 22 percent 
respectively.2 The end of the postwar boom is reflected in British automo- 
bile exports to the United States. In 1948 Britain sold 24,000 cars in this 
country, an average of 2000 per month. In 1949 this abnormal market, 
which had been sustained only by postwar bottlenecks in U.S. industry, has 
collapsed to an average sale of 600 per month. The inordinately severe 
reaction to a very minor American recession is a clear indication of the 
size of the task facing Western Europe. It testifies eloquently to the tenuous 
character of the progress thus far achieved, and demonstrates forcefully the 
permanence of the change in Europe’s world position. 


II 


Although the present European crisis existed in embryo prior to the 
war, wartime developments bear a major responsibility. The effects of the 
war can be classified into three major categories: 1) dislocation, 2) changes 
in the capital position of Western Europe, and 3) postwar tension. 

Some of the consequences of the war can be righted during the period 
of Marshall Aid; but others, which cannot, constitute the hard core of the 
adjustment problem. Which effects of the war are temporary and which 
permanent? Any prospective solution to the problem must necessarily be 
shaped by this consideration. 

World War II was responsible for a tremendous dislocation of human 
lives, of social organization, and of economic activity. The social disrup- 
tion was far greater than anything ever witnessed in the past. “It has been 
estimated that throughout the war over a quarter of the people of Europe 
were uprooted by removal as slave labor, by being harnessed into invasion 
armies, or by flight from persecution.”? The legacy of this turmoil has 
been political instability, continuous inflationary pressure, the disruption of 
customary sources of essential supplies and of normal markets for established 
exports, and a new distribution of population — by numbers between na- 
tions, and by age groups within them. 

Nevertheless, the inexplicable resilience of human beings and the 
record of recent years point toward a rapid rehabilitation of the European 
spirit and institutions. Political instability is intimately connected wth eco- 
nomic uncertainty and want, and the substantial economic improvement of 
the last three years has reduced the threat from the political extremes of 


2 Foreign Commerce Weekly, September 26, 1949, p. 3. 
3 Howard K. Smith, The State of Europe (New York, 1949), p. 13. 
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right and left. Although pent-up demand for capital investment still 
presents a problem, the widespread dissaving of the first postwar years is 
now a less important source of inflationary pressure. Expenditures on in- 
vestment projects create money income but, in the same period at least, they 
create no additional goods on which the money may be spent. But infla- 
tionary pressures appear at present to be subsiding; for the next few years 
they should be a manageable evil. European fears and expectations concern 
rather the opposite evils of deflation and unemployment — sometimes to 4 
neurotic degree. For example, the Economist maintains that the British 
Government has released sterling from blocked accounts at a tremendous 
rate, involving a large expenditure of current efforts which contribute 
nothing to current needs, mainly to avoid the possibility of unemployment 
in existing export industries.* 

Disruption of sources of supply and of traditional markets is a phenom- 
enon of somewhat more permanent significance. One of the main im- 
ponderables is the question as to whether the areas which in the past sup- 
plied Europe with primary products will continue to produce exportable 
surpluses during and after the process of industrialization, to which they 
so earnestly aspire. Certain important sources, such as the Far East, are 
likely to remain disorganized for some time to come. With respect to ex- 
ports, it must be remembered that Western Europe has spent ten of the 
past thirty-five years in a state of war; during that period it has of neces- 
sity neglected the overseas markets. An inevitable shift of purchases to 
areas far from the scene of war resulted. Home industries in the overseas 
markets also benefited from the considerable span of artificial protection 
which the wars created, and they now demand further protection through 
import restrictions. For these reasons, the regaining of past positions in 
export markets will be a strenuous undertaking. 

Although the period of postwar dislocation is by no means at an end, 
it appears that the adverse effects which stem from this source are largely 
temporary, and at least in the process of solution. 

A second important cause of the perilous state of Western Europ: 
directly traceable to the war is the drastic change in its position on capital 
account. A large part of Europe's capital is irretrievably gone. Capital 
equipment and assets which yielded an income in past years are no longer 
available; they were either destroyed, devoured by rust and obsolescence, 
or, in the case of portfolio investments, sold to finance the war. The 
United Kingdom was affected most severely in this regard. For Europe as 
a whole the contribution to the balance of payments of i:.visible income 
from foreign investments is now negative. The Interim Report of the OEEC 
posits a $2 billion improvement on invisible account by 1952-1953, but 
even for that time it forecasts a deficit of $200 million on the income from 
foreign investments alone. 


4+ Cf. ‘The Sterling Balances,’ Economist, September 17, 1949. 
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Aside from the fact that losses of capital and income from foreign 
investment reduce the gross national product, and thus lower the standard 
of living, they also create serious problems of adjustment as between dif- 
ferent trading areas. Thus the imbalance between the United States and 
Europe arises in large measure from the differential growth in productivity 
in the two areas since before the war. While European capital was reduced 
absolutely, America’s position was improved by continued capital accumula- 
tion. But some European countries suffered much greater losses than others 
as regards capital assets. A new European equilibrium will therefore tre- 
quire changes in the structure of intra-European balances of payments, as 
well as between Europe and the United States. 

All ERP countries have been making sustained investment efforts in 
the postwar period. Despite the high proportion of resources being devoted 
to investment, the economic handicap has not been appreciably reduced and, 
in fact, is not likely to be. For the second time within four decades, Europe 
has fallen far behind. There was no replacement to take care of depreciation 
during the war years, stocks of raw materials were reduced below the danger 
level, and it was impossible to provide housing for an expanded popula- 
tion. With present resources and time, the best the Marshall Plan can do 
is-aid in the restoration of partly destroyed facilities, make good the ac- 
cumulated depreciation, and help provide sufficient inventories to assure a 
smooth flow of production. The wet investment which, under normal cir- 
cumstances would have been undertaken during the war years, is a lost cause. 

The elimination of all Great Powers except the United States and the 
Soviet Union was a direct result of the war and is the primary cause of 
present tension. Economically, the split into two worlds has complicated 
the trade relations of Europe in several ways. For all the countries of 
Western Europe it has eliminated one of the conceivable means of readapt- 
ing trade so as to obtain needed supplies in areas other than the Western 
Hemisphere. The orientation of Eastern Europe towards rapid industrializa- 
tion might, in the short run at least, help solve the balance of payments 
problem facing the West. If political tension were eased and if industrial- 
ization programs utilized materials purchased from Western Europe, they 
would have to be financed by sales of commodities currently produced. 
These primary products are sorely needed by the West. In an attempt to 
refute this reasoning, it has been argued that the volume of trade between 
Eastern and Western Europe was relatively small prior to the war, and 
that for this reason a further diminution is of negligible importance. But 
the volume of trade obtaining before the war is not a particularly relevant 
consideration since at that time Western Europe still had its investment 
income and a reasonably sufficient supply of dollars available for purchases 
in the Western Hemisphere. Even if this contention were accepted, the 
problem which Germany will pose in the very near future resulting from 
the cold war, is not an insignificant one. The artificial dismemberment of 
Germany has severed the ties between its formerly complementary regions. 
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This, in turn, affects the rest of the ERP nations by forcing Western Ger- 
many to compete strongly in export markets in order to be able to purchase 
supplies formerly obtained at home. 

This whole question, then, is another imponderable; profitable eco- 
nomic intercourse between East and West—or the lack of it — may 
crucially affect the future of Europe. 

Some factors would have operated to create an economic problem for 
Europe even in the absence of the war. American innovations and produc- 
tive techniques, as we have already noted, have continuously outstripped 
those of Western Europe since the ‘twenties; the further loss of capital 
equipment intensifies this differential. Another adverse influence stems 
from the developments with regard to colonial and other undeveloped areas. 
The age of colonial exploitation by European countries ended with the 
Second World War. Even before the war, the industralization of Japan 
and other hitherto backward areas had made heavy inroads upon European 
light industry, particularly textiles. Furthermore, quite aside from in- 
fluences exercised by the Second World War, the terms of trade — the cost 
per unit of imports in terms of necessary exports — would have turned 
adversely to Western Europe. These terms had grown abnormally favorable 
to manufacturing nations in the Great Depression in consequence of the 
well-known tendency of agricultural countries to meet declining prices 
through maintaining, or even expanding output. The subsequent deteriora- 
tion in postwar conditions of full employment and heavy demand for food- 
stuffs and raw materials was to be expected. Finally, even before the war, 
Europe had suffered from a large flight of capital to the United States which 
reduced monetary reserves and impaired the normal growth of productive 
capacity. 

Ill 


The review of the economic difficulties of Western Europe antedating 
and growing out of the war, reveals that “‘real’’ or non-monetary causes 
hold primary responsibility. All the factors previously mentioned, except 
inflation itself, fall into this category. If in fact monetary causes were the 
most important, the solution would be relatively simple since such an ad- 
justment of exchange rates, as has recently taken place, would put every- 
thing right. The deterioration of real income entailed by the devaluations 
would be a mere counterpart to the favorable turn of real income which 
occurred when price levels diverged, and the foreign deficit was created. 
It is precisely because the factors which have induced the deficit do not stem 
merely from inflation, that the problem has shown itself to be so hard 
to resolve. To what degree can the recent devaluations relative to the dol- 
lar be expected to offset the operation of these real factors? 

A thorough discussion of the mechanism through which devaluations 
work, and of the conditions necessary for their success, would lead us far 
afield. There are, however, two relatively simple generalizations which can 
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be helpful in the present context. In the first place, aside from quite unusual 
conditions not apt to be realized in the present or any other situation, a suf- 
ficient devaluation will eliminate a country’s foreign deficit. Since devalua- 
tion amounts to offering the country’s goods and services more cheaply in 
foreign markets, and to paying more in terms of home currency for foreign 
products, the change operates to close the gap; and — again with negligible 
exceptions — it entails a sacrifice in real income. But whether the foreign 
deficit has been caused by inflation in the domestic economy, or by a de- 
terioration of its productive efficiency, or a loss of foreign markets, enough 
of the devaluation medicine will close the gap. 

The second proposition, no less general than the first, is that if the 
foreign deficit is to be eliminated by devaluation alone and without im- 
provement in the real factors, the reduction in national income may have 
to be quite severe. 

It is the purpose of the Marshall Plan to provide real economic 
strength to the countries of Western Europe, to stem the inroads of com- 
munism by making possible satisfactory standards of living for the broad 
strata of the population, and to give hope — both political and economic — 
to all classes by laying the foundations for economic progress. While the 
achievement of “realistic” or equilibrium currency values is an integral — 
indeed a primary — condition for progress, it cannot alone assure it. Cor- 
rect exchange rates merely set a favorable stage by eliminating one main 
cause of a country’s falling behind in its international accounts. Even in 
order to retain the advantages of equilibrium exchange rates, suppressed in- 
flation must be absorbed by savings, taxes, and the growth of output, and 
inflationary wage and price policies must be curbed. 


IV 


With the favorable background of the recent devaluations, certain 
remedies would recommend themselves for their effectiveness in the short 
run. The measures contemplated in the recent Anglo-American-Canadian 
conference — simplification of US customs procedures, liberalizing the rule 
governing the mixture of natural and synthetic rubber, permitting some re- 
laxation of the ban on the use of ERP funds for agricultural products from 
other countries if ‘‘surpluses” exist in the US—all of these should ease 
the dollar shortage somewhat even in the short run. 

Reductions of the US tariff under the Trade Agreements program op- 
erate also to increase our imports relatively to exports as long as quantitative 
barriers (quotas, licences, exchange rationing) are the really effective limit 
upon European imports. 

Meanwhile, the continued flow of Marshall Aid funds, even on a 
progressively attenuated basis, does expand Western European industrial 
capacity. . 

Another major contribution to European recovery and the closing of 
the dollar gap would be made if the United States assumed part of the 
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burden of the Overseas Sterling Area now resting upon the United Kingdom. 
Britain is the key country in the wide-flung system of preferential and 
bilateral trade arrangements which nowadays holds world trade within much 
narrower limits than if multilateral trade prevailed, even with the limits 
imposed by the old fashioned, but milder, barrier of protective tariffs. But 
the chief obstacle to the liberation of Britain from bilateralism is the fact 
that, as long as heavy payments must be made overseas for purposes other 
than imports, Britain desires — not unnaturally — to assure that these pay- 
ments be utilized for British exports and British domestic employment. 
Should the present magnitude of British repayment of sterling liabilities 
continue, no conceivable productive effort in the domestic economy of 
the UK could surmount the Sterling Area deficit vzs a vis the Dollar Area. 
Britain’s sterling creditors must scale down their demands for current pay- 
ments and/or a fair share of this burden must be assumed elsewhere, chiefly 
by the United States. And the English military cooperation in Atlantic 
Pact, or other defensive alliances, must largely be limited to outlays within 
the realm; even so, there is a definite limit from the angle of reai resources. 

Having engineered or provided a workable arrangement for the over- 
seas economic burdens of the United Kingdom, it would then be possible 
for the United States to expect as a guid pro quo that Britain join in a 
general movement away from discriminatory trading areas, protective cur- 
rency unions, and bilateral clearings. The time is at hand for sweeping 
away the fantastic web of quantitative trade restrictions and for a reversal 
of the trend towards primitive barter set afoot by bilateralism and incon- 
vertible currencies. In retrospect, it appears that the type of assistance the 
United States gave in the Anglo-American loan is now needed to establish 
convertibility, and that the recovery program should rather have come at 
that time. In view of the progress in curbing inflation and increasing pro- 
duction, it may be advisable to change the character of at least a part of 
Marshall aid into a stabilization fund for the transition period. Britain, as 
the center of the bilateral system, must be prepared for some pains of ad- 
justment and some loss of the high-cost security afforded by bulk purchases 
and bilateral trade arrangements. It is, of course, essential that the under- 
taking to make currencies convertible be made as universal as possible in 
order to avoid another fiasco as in 1947. South American and other coun- 
tries musi be induced to manage their economies through internal policies 
consistent with reasonable stability of foreign exchange rates, convertibility, 
and international competition. 

The “‘liberal’”” solution does not have to mean a relative loss of real 
income for the working classes, as in France, Germany, and Italy —coun- 
tries which have removed all controls without any attempt to equalize the 
burden of adjustment. But an equitable distribution of income should not 
be accomplished by making the national economy so rigid that it cannot 
adjust to a changed economic situation. Fiscal policies are readily available 
for a policy of ‘fair shares’. 
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If we progress, as we have, from lesser to more profound policies 
gauged for the short-run viability of Western Europe, we arrive inevitably 
at the key-stone: the avoidance of serious depression in the United States. 
Fear of this contingency accounts in no small measure for the refusal of 
many foreign countries to espouse an open multilateral trading system. Hope 
for this contingency accounts in no small measure for the stiff-necked refusal 
of Soviet Russia to negotiate or to compromise: the death knell of capitalism 
in devastating depression — so runs the Marxian doctrine — is aot far away 
in any event. From three angles, the mastery over cyclical or secular de- 
pression by the United States should therefore constitute its First Economic 
Commandment: from the angle of its own citizens, from the angle of 
European recovery, and from the angle of competing ideologies. Since 
depression is decidedly not a merely remote or longer-run contingency, 
effective plans and policies in the United States are not only the greatest 
moral duty of our legislature and administrators, but it is also the most 
immediately urgent task. V 


European viability by 1952-53, the subject matter of these pages, is at 
once too great and too limited an objective. The terminal date is too 
limited: balance of payments equilibrium for Western Europe by 1952-53 
could be achieved only by an economically and politically disastrous sacrifice 
of standards of living. On the other hand, if every effort in the intervening 
years of the Marshall plan were to be focussed upon viability in the more 
inclusive sense of international balance and adequate real income per capita, 
even so the objective would be too narrowly conceived. To be economically 
stable and to be part of a bastion against communism, Western Europe’s 
economy must be made viable for the decades after 1952-53. What does 
this require? 

Productivity in the United States shows so strong a tendency to outstrip 
the rate of economic advance in other countries that the present shortage 
of dollars would become chronic without one, and possibly two, provisions. 
The one merely repeats a requirement of the shorter run equilibrium — that 
international trade be relatively free of overvalued exchange rates and of 
barriers, which, by ‘‘protecting’’ the economies of foreign countries, permit 
them to continue in outmoded techniques, with high costs, and for exports ill 
suited to a changing world. The long-run elimination of the dollar-shortage 
problem requires flexibility and progressiveness in production. Hence the 
long-run viability of Western Europe demands the removal of trade barriers. 

But unless very low standards of living are supinely accepted by these 
populations — and the chances do not seem to be that way — keeping any- 
where nearly abreast of American techniques will also require capital 
investment. Not that in the heavily populated industrial nations of Europe 
one would reasonably aspire to as high a capital-per-capita ratio. as the 
American. Parliamentary committee studies during and after the war, 
however, have shown so low a ratio in Britain in coal, steel, and textiles, 
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as to be clearly uneconomical; and this condition is ever more marked in 
many Continental economies. Europe itself requires further investment. 
Because readjustment is always easier through the addition of new facilities 
than through the absolute diminution of outmoded plant or lines of produc- 
tion, capital investment can aid substantially in the creation of a viable 
Europe. Presently we shall see, however, how important it is that the 
long-run direction of adjustment be made evident in order to avoid mis- 
directed investment even currently. 

Free multilateral trade undoubtedly affords the best prospect to European 
industry to obtain large markets and realize the savings of large scale 
production. The investment effort, which European and backward areas 
alike are making, may turn out to be a white elephant without the effort 
toward freer trade which they are not making. And yet the workings of 
competition cannot undo the results of the past two decades of intense 
autarky in Europe; some conscious effort to achieve a more rational dis- 
tribution of industry is desirable. Economic union, or even a customs union 
of significant inclusiveness does not promise to be realizable in the present 
age. National jealousies, diverse standards of living, considerations of 
national security, and the like are not suddenly to be swept away; hence 
real economic integration must be treated as a long-run aspiration. The 
elimination of quotas, import and export licensing, and bilateral clearing 
would, indeed, take a long step forward. In addition, it has been suggested 
that intra-European agencies similar to the Ruhr Authority take over the 
operation, and work out, step by step, the laborious process of integrating 
such basic industries as transport, electricity, coal, steel and harbor installa- 
tions. Actual operating agencies might answer to the ordinary dictates of 
economy and efficiency more readily than foreign ministers and parliaments. 
But such arrangements are peculiarly apt to degenerate into restrictive and 
uneconomic inter-government cartels. A development of this sort would 
defeat the very purpose of the proposed authority and would therefore have 
to be diligently guarded against. 

A far-reaching problem would still remain unanswered. By the tradition 
of nearly a century, Western Europe has oriented much of its industry 
toward the provision of heavy capital goods for the less developed areas 
of the world. The gradual attenuation of this process in recent decades had 
already raised serious doubts as to the economic future of Europe, even 
before the war. Would it be forced to a complete recasting of its production 
into lighter and much more diversified industry and into consumption goods 
and services, somewhat after the pattern of Switzerland? Such an enormous 
shift would be costly, protracted, and subject to an uncertain “infant in- 
dustry” stage of development. But now that the peoples of India, Eastern 
Asia, and Latin America have taken it into their heads, as D. H. Robertson 
has put it, to have enough to eat and even some small luxuries, a new impetus 
has been given to the industrialization of backward areas. 

Most of these plans will require some help from the United States 
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with its high per capita income and its high rate of capital accumulation. 
Point Four promises to make a beginning upon a new wave of investment 
from the Western World, in which America would take the place of 
nineteenth century England. Whether most of this investment would have 
to come from the budget of the United States, or whether American or 
international agencies might be able to induce a large flow of private and 
corporate funds cannot be foreseen. But in any event, it is the general 
philosophy of Point Four which promises most as the deus ex machina for 
the economy of Western Europe. In this connection, it would seem im- 
perative that the United States make known quite soon to what extent it 
intends to assist in the industrialization of the undeveloped areas. The 
grandiose effort already in process with respect to the basic European 
industries does not appear rational except on the assumption that substantial 
American capital will be available for this purpose. The announcement of 
a plan for large-scale foreign investments by the United States is another 
step in the long path which has led to the conviction that this country must 
assume responsibility for a reasonably stable supply of dollars to match our 
large commodity exports — whether by our importing more or by lending 
more. 

Western Europe cannot be assured of the necessary economic under- 
pinning to meet the requirements of the postwar world by 1952. New ideas 
and bold solutions are required if the countries of Europe are even to be 
started by that time on the way to viability for the long run. 
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INTEGRATION OF WESTERN EUROPEAN NATIONS: 
A NATION BY NATION SURVEY 


Pre-eminent political power and an important share of the world’s 
economic strength belong today to the United States and the Soviet Union. 
Since World War II Europe has tried to strengthen her political, economic 
and military position vis-a-vis the East and West, and encourage a rapid 
recovery from the war by cooperation among the nations of western Europe. 
In 1947-48 several congresses of non-governmental groups were held to 
examine the possibility of a limited European federation. In January, 1948 
Bevin called for a consolidation of western European power, and in March 
the Brussels Pact for military assistance was signed, followed a year later 
by the Atlantic Pact. The Consultative Council of the Brussels Pact powers 
(the five foreign ministers) took the initiative in securing agreement on 
the Council of Europe, which met last summer in Strasbourg. The first steps 
toward European political cooperation have been taken, but it is in matters 
of economic policy that cooperation is most needed —and so far, most 
successful. 

The Marshall Plan is administered abroad with the assistance of the 
Organization for European Economic Cooperation, and recent American 
criticism has been that the European countries have failed to find the common 
road to recovery that the Organization’s name implies. Economic inter- 
dependence is inevitable and necessgry, but cooperation is not. With the 
material benefits and power which come from belonging to a single, unified 
group come also economic hardships and political problems which cannot 
be ignored. 

In the last five years there has been cooperation among the Europeans 
on a variety of problems. The European Coal Organization (now under 
United Nations supervision) facilitates an equitable distribution of coal and 
coke, and recently an agreement on a single system of classification for coal 
of different grades. A similar organization was responsible for much of the 
rapid recovery of European transport. Shortages and bad distribution of 
many of Europe's resources have been alleviated by consultation and joint 
action. The greatest achievements have been made where immediate bene- 
fits were plainly visible to all, and where little or no change in cther plans 
was necessary. The UN's Economic Commission for Europe and the OEEC 
(beyond allocating ECA funds) have made little progress. Their announced 
aim to work toward a solution of the trade and payments disequilibrium 
impinves On so many domestic policies that compromise and agreement are 
extre ely difficult. 

What are the prospects for the immediate future? ECA is clearly holding 
the dollar as bait for an “integration” of Europe’s economies, to result in 
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a more rational distribution of her resources and productive power. The 
OEEC so far has evaded the issue with lukewarm efforts at a reduction of 
quotas and other restrictions to trade within the OEEC area. The Council 
of Europe, meeting last August at Strasbourg, added its declaration of faith 
in freer trade, stable currencies, and a more economic distribution of 
resources. Concrete results have been almost nil. Policy making in the 
Council of Europe or the OEEC is not yet European policy making. It is 
a well-meant attempt to reconcile numerous national policies in the face of 
impossible odds: no agreement on basic goals or procedures, different 
domestic and international problems for each country, and apparently still, 
the lack of sufficient incentive to sacrifice any immediate national gain for 
a more distant benefit for all Europe. Innocuous statements of vague wishes 
for a better world are the only common denominator and it is hardly sur- 
prising that the ‘European’ economic policy of the Council and the OEEC 
should have proved so abortive. 

The British continue to insist that integration of Europe will not 
emerge, full grown in an all-European economy, but piecemeal as events 
prove the needs and provide the means. From constructive work on small 
problems where some basis for agreement already exists, as in the ECO, the 
habit and motivation to cooperation will be formed. With success, such 
functional groups will be given opportunities to tackle larger problems. 
With the growing confidence of national governments that the inter- 
governmental groups will reach a solution, the problems will appear less 
difficult. This approach deserves more attention than the United States has 
given it. The clearing agreements under the OEEC are an example of the 
more immediate and satisfying results to be gotten by working on a specific 
problem with defined limits. If the clearing agreements have not been wholly 
satisfactory it is because the limits were wrongly conceived and the problem 
more inclusive than first appeared. Customs unions such as the Benelux 
formed in January 1948 and proposed Franco-Italian and Scandinavian 
unions are planning, by reaching agreement first on a specific area, in 
tariffs, to extend this later to a unification of currencies and ultimately 
a complete economic union. 

Customs, currency and other unions with a single purpose appear, 
however, to be based on the fallacy of isolation: that any one part of 4 
complicated national economic and political organization can be singled out, 
joined in some fashion to a similar part of another economy, and the 
remainders in both countries still be expected to go on unaffected by the 
amputation. Hoffman envisaged integration as providing a large free market 
for European goods. But if barriers to trade disappear so also must varying 
national price and monetary policies. Any deliberate act by a national gov- 
ernment which artificially changes price relations will, in a free trade area, 
immediately result in a compensating flow of trade within the area and the 
artificial advantage will be lost. In the Benelux union today tariffs are gone 
but quantitative restrictions still protect the weaker Dutch economy from 
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an inflow of Belgian goods. National currencies are even less susceptible to 
international agreement in isolation. Currency control has always been a 
function of national goverments: its loss would mean less freedom of action 
in commercial policy, full employment and fiscal programs, and the inability 
to conduct a war independently of the other members of the union. 

If cooperation among the Europeans is to accomplish goals beyond the 
reach of an individual nation, it must be based on compromise. If no com- 
promise of national policies were needed to abolish tariffs they would 
soon disappear. If the gain from compromise is not immediately apparent 
and sufficiently great, national policies will continue to be motivated by 
national goals and directed towards uneconomic ends from the all-European 
point of view. To be effective and lasting, inter-governmental agreement 
must involve some loss of the freedom of action to make policies which 
disregard the decisions of others. The impossibility of isolating major 
economic factors such as commercial or currency policy will continue to 
defeat these efforts until it is recognized that the logical and necessary 
result will be compromise in other areas of economic policy and even military 
and foreign affairs. The European Coal Organization has reached agreement 
on the classification of coal only after years of work, because it is clearly 
in the interests of all coal producers to cooperate. It is small wonder that 
progress towards the abolition of all barriers to trade within Europe has 
been slow; the national interests to be reconciled conflict as much as they 
agree. 

Less can be accomplished towards a rational organization of the 
European economy by the wholesale imposition of free-trade reforms than 
by more intensive efforts in smaller areas (such as was done in transport 
and coal). If the modus vivendi for a unified European market does not 
exist, it cannot be created in the face of conflicts by ignoring them: other 
forms of trade restrictions than tariffs and quotas will appear. Reconcilia- 
tion of national policies must come either by 1) a gradual growth from 
areas where there is substantial prior agreement, or 2) the imposition of a 
single European policy by a European government. This holds true also 
for the formation of policy in other fields. So far the most progress has 
been made toward a common policy, in military defense plans where the 
same goal is shared by all and there is general agreement on the best way 
of attaining it. On the other hand, the Council of Europe’s weakness lies 
in the vague extent of its jurisdiction and powers, its inability to speak 
for Europe as a whole (no representatives of the extreme left were present 
at Strasbourg), and the necessity of resolving deep-seated political, social and 
cultural rivalries. As the parliament of a non-existent nation, it cannot lead 
but only follow the political leaders of Europe. With prior agreement by 
those leaders on the need for solving a particular problem, a Council of 
Europe more representative of European political opinion could be entrusted 
with the task of finding a satisfactory solution. 

Confusion of opinion and indecision are manifest in the attitude of 
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every European country today on the integration of its economic and poli- 
tical life into a larger European unit. The United States has called for bold 
action but the Europeans do not appear to be ready to abandon the cer- 
tainties of their old world for the intangible benefits of the new. 


DALE S. SHOUP 
School of International Affairs 





GEORGE M. SCHWARZ 


WwW 
GERMANY School of International Affairs 


Of all the nations of Western Europe, Germany presents the most 
difficult problems for analysis. There are so many policies and political 
forces, representing not only different elements within the country, but more 
than one country, that to try to define a policy or attitude toward any 
particular question is a virtual impossibility. The governments of France, 
Great Britain, the United States and Russia all have differing policies with 
respect to Germany, and, in the cases of Great Britain and the United 
States, there is not even singleness of purpose within the governments or 
between the government at home and the administration in Germany. Add 
to these the political conflicts and the clefts within the German social order 
itself, and one can see that a clear-cut policy in Germany toward a drawing 
together of Western Europe is not possible. Space forbids a thoroughgoing 
analysis of all factors, so that this paper will be limited to viewing the 
forces at work within German society itself, and their possible effect on 
the integration of Europe. 

The first thing which must be taken into consideration in such an 
approach is the political immaturity of the German people. The Germans 
have always been unable to distinguish between the realities of a given 
situation and the sentimental symbols which they attach to it. They are prone 
to let themselves be manipulated by catch phrases and political slogans. 
“A place in the sun,” and “Das Diktat von Versailles’ have been used to 
sway a people lacking political discernment to quite unreasonable deeds. 
Ordinary words and political terms, such as Volk and Reich are loaded 
with sentimental and historical connotations dating from the tenth century, 
and are still a force in German thinking. 

Never great participants in their own politics, the Germans have been 
reduced by the loss of two world wars and the destruction of their cities to 
political inertia. The mistakes and shortcomings of their former leadership 
have been forcibly demonstrated to them, yet nothing else has come along 
to replace their faith in such leadership. They lack a political principle 
which they can regard as having unquestionable validity. Under these con- 
ditions the adage “die Politik verdirbt den Charakter” (politics corrupts the 
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character) provides new comfort to the German, who would like nothing 
better than to be free from political responsibility. 


Thus a consideration of German politics resolves itself largely into a 
consideration of German political leadership. In the past this has meant 
the Eastelbian Junkers, the great industrialists, and the labor leaders, plus 
politicians representing separatist or federalist sentiments, particularly in 
Bavaria. Now, thanks to the Russians, the Junkers have been eliminated 
as a major force. 

These elements represent deep clefts within German society, and have 
been reconciled in the past only by a militant nationalism, transcending 
social differences. At present this function is fulfilled by the common desire 
for a unified Germany; however, this is only one issue, and it by no means 
overrides conflicts of interest between the groups. The relative strengths 
of the different groups (essentially, as betwen socialist and right-wing 
groups) is one of the imponderables of German politics. This is not 
rendered any easier by the artificial support which the Adenauer (right- 
wing industrialist) government gets from the United States. 


Another imponderable of German politics is the degree of genuine 
political conviction, as distinct from opportunism, in the politicians. One 
type of opportunism, most discernible in the Soviet Zone, but actually 
ubiquitous, is that of individuals who play along with the occupying power 
purely to insure their position. The type which is of interest in this paper 
is that which would use German or European ideals, knowing or feeling that 
they would eventually result to the advantage of Germany. And then there 
are those who would play off the United States against Russia for Germany’s 
advantage. But among these are men of genuine conviction and earnestness, 
such as Karl Arnold and Carlo Schmidt. 

All of these things must be borne in mind in considering how the 
Germans regard the various forms of integration of Europe. 

Most of the parties, including the CDU-CSU look with favor on 
economic integration. The motives vary with the individual: some think it 
just the best way of achieving European viability. But there are many who 
would like to see it, because they feel that in any economic integration in 
which Germany could act as a sovereign state, equal to the rest, the 
preponderance of German industrial capacity would soon give Germany a 
control over Europe, restoring German prosperity and prestige. 

The Social Democrats, however, led by Dr. Kurt Schumacher, maintain 
that Germany would be sacrificing precious rights and sovereignty if it were 
drawn into some sort of integration scheme. Their colorless and mildly 
international policy during the late twenties lost them votes, these votes 
being switched to the rightist parties having a strong nationalistic appeal. 
The new rabid nationalism of the SPD is chiefly an attempt to capture the 
nationalistic vote, and cannot be considered real. On the other hand, there 
are members of the SPD of moderation and integrity, such as Carlo Schmidt, 
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who favor economic integration, asking only that Germany be an equal 
partner with the others. 

It is interesting to note that many people in Germany regard the Ruhr 
Statute as a grave error. They feel that the Ruhr could have been a strong 
bargaining point, by which the Western European industrial area might be 
internationalized on a guid pro quo basis. According to them that opportunity 
has now been lost, and it will be virtually impossible to achieve a genuine 
economic unity. 

As regards political integration, the Germans are willing to go farther 
than almost any other nation in Europe, probably because they have less 
to give up, lacking true sovereignty themselves. There is a real Jonging for 
some international order which will prevent a future war. Political unifica- 
tion finds its chief support among intellectuals and some newspaper editors. 
But the occupation is engendering a countervailing rise of nationalistic 
sentiment, and it is difficult to gauge just how strong the feeling for 
unification is in the general populace. The government is quite willing to 
join the Council of Europe, but the official attitude is that the question of 
Germany in a politically integrated Europe is rather academic as long as the 
Bonn government does not have the power to determine and carry through 
its‘own policy. 

Summing up, then, one can say that economic integration is widely 
favored in Germany (with the exception of extreme nationalistic elements 
of the Social-Democratic Party). This attitude stems from differing motives: 
honest belief in integration as a solution of Europe’s problems, and the 
feeling that Germany could eventually dominate an economically integrated 
Europe. No positive policy has been forthcoming on the matter of political 
integration, largely because the decision does not lie with the Germans, and 
also because feeling on this has not as yet crystallized. Germany is to join 
the Council of Europe at Strasbourg, which means little in view of the 
modest demands the Council makes on the issue of sovereignty. Germany 
could become an enthusiastic supporter of integration, but only if a well- 
considered occupation policy is used to stem rising nationalism. 





RICHARD C. ROWSON 


GREAT BRITAIN School of International Affairs 


The problem of determining the position of Great Britain in a scheme 
for European integration is not a European but a world problem as those 
interests that are factors in her policy extend beyond the confines of the 
European area. England's position may be compared to the center of three 
concentric circles or areas: Europe, Europe and the North American Con- 
tinent, and the rest of the world. She has an interest in the development of 
a free movement of trade, men, and funds in Europe, or in short, gradual 
integration; she has no less an interest in the development of one system of 
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international trade up and down the Western World, or in other words an 
enhanced receptivity by the United States for goods and cooperation of the 
dollar and pound areas in the world; finally, the constructive relationship 
between the industrial countries on both sides of the Atlantic and the non- 
industrial, or rising industrial countries, of Asia and Africa is to her 
interest. But the important point to remember is that all these areas are 
interconnected and interdependent and that success is based on that fact. 

Two logical questions follow: “What factors of strength has Great 
Britain in relation to these world interests and secondly, to what degree 
does that basis of national power depend upon cooperation with Europe?” 
In answer to the first question, England’s economic position must be 
considered. The war took her overseas investments, decreased the value and 
utility of her capital plant and further intensified the necessity for overseas 
raw material and food imports. Furthermore, the recent devaluation has 
turned the terms of trade against her in relation to her “hard core” or 
essential imports. But she possesses a good,well-trained labor force and the 
skill or “know how” that comes from a long period of industrialization. 

Her political position is strengthened by a united opinion on the 
fundamentals of foreign policy and the national interest, and this is further 
strengthened by her demonstrated ability to maintain a stable government 
through compromise on important issues and the maintenance of a healthy 
balance between individual fredom and social responsibility grounded in 
the “Rule of Law.” 

Strategically, England’s insular position at once draws her closer to 
Europe and tends to separate her from it. The advance of technological 
warfare has thrown into question the viability of the island as an industrial 
and strategic base, while the same technology has made it increasingly 
difficult for heavy equipment to cross the channel. But the crucial factors 
are that the loss of Europe to an unfriendly power looms ominously as an 
immediate, if not decisive, threat to Africa, the Middle East, the Far East 
and the Commonwealth, that two wars have proved non-cooperation with 
Europe to be a suicidal policy, and that the swiftness of modern attack 
makes unity with the continent essential. 

Therefore, in answer to the second question, “to what degree does 
England’s national power depend on cooperation with Europe,” the follow- 
ing conclusions can be drawn: 1) As of old, no one power must dominate 
the continent. But this can no longer be prevented by England acting as the 
balancing power because Great Britain is not strong enough in relation to 
the Soviet Union. Therefore, she must cooperate directly with Europe. 
2) But this does not mean mere cooperation in defense, as such, but eco- 
nomic cooperation also since viability for Europe, definitely to England's 
advantage in light of her economic situation, is all-inclusive. The alternative 
to European cooperation is a dollar-pound pool which would only intensify 
Europe’s dollar problem and undermine viability. 3) Politically, Europe’s 
governmental practices representative of many party factions and rapid 
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parliamentary turnover, do not offer an inducement to the more steady 
British system. 

Our next logical question then becomes, ‘What are the obstacles 
economically, and consequently politically, as the two are inevitably co- 
terminous, to European integration?” The first obstacle is the uneven 
control on the marketing of goods evidenced by the various national policies 
in Europe. It is logical to seek a solution to the problem of an adverse 
balance of payments on the part of “weak” areas through payments agree- 
ments, or reciprocal extension of credit in those areas. This allows progress 
toward a restoration of the capital deficiency along rational lines. However, 
such progress can be frustrated by failure to distribute products along 
similarly rational lines according to the general good until sufficient sup- 
plies are accumulated to allow free exchange. Without such distribution 
the extension of credit in “weak” areas becomes meaningless. Integration 
into such a system would mean to England loss of her favorable standard 
of living and support of those nations economically behind her. 

The second obstacle lies in the existence of discrepant standards of 
auste ity and uneven inflationary and deflationary control. Quantitative 
restrictions rise out of, 1) capital deficiencies, or 2) a monetary weakness, 
i.€., ‘monetary reserves and foreign loans insufficient to pay creditors. The 
first cause can be gradually eliminated by a restriction of home supplies and 
the direction of productive efforts into the production of capital goods — 
this is austerity. The second cause can be alleviated, until the capital shortage 
is eliminated, by control of inflation. But national policies differ radically 
from England's in these respects and imminent deflation in some European 
countries today with its concomitant of unemployment only intensifies the 
problem. 

The third obstacle is that integration which results in a form of 
customs union with one mass European market could subordinate outside 
areas and force England to give preference to European nations to the 
detriment of the Commonwealth. The alternative would be integration of 
the British Commonwealth nations with Europe, a more complex matter. 

A separate problem, and decisive in its own right, is that of Germany's 
participation. From the English viewpoint this raises two major questions: 
1) If Germany were included in an integration scheme, would not she 
dominate it, and as a strong industrial area directly competitive with England, 
eventually eliminate the latter from the market? 2) There is the danger of 
Germany, once again on her feet, turning toward the East and Russia. A 
likely and plausible solution to these problems lies in the strengthening of 
existing markets outside of Europe proper in the now under-developed areas 
of the world. Such outlets could be wide enough to allow German-English 


| competition under healthy rather than destructive circumstances, and in 
turn would set Germany's face westward rather than exclusively to Eastern 


European markets. But even under the best circumstances, England cannot 
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afford to integrate with a German industry under pre-war control or 
cartelization. 

In conclusion, none of the above obstacles need be permanent, but they 
are significant. In the final analysis, integration with Europe depends upon 
the extent to which it can be reconciled with British responsibilities to 
overseas areas. 





JOHN S. GETCHELL 
School of International Affairs 


FRANCE 


On August 8, 1949 at Strasbourg, the ideal of European political 
integration began to materialize. The question as to whether or not France 
should support the Council of Europe had been debated heatedly in the 
French Assembly one month earlier. Excepting the Communists, most of the 
political leaders favored French participation. The voting in the National 
Assembly showed a substantial majority in favor of French representation 
at Strasbourg; 419 members favored participation, and only 182 members 
(mostly Communists) were opposed. 

At the Consultative Assembly, the French proved to be ardent sup- 
porters of the ideal European union. Paul Reynaud and Paul Ramadier were 
equally in favor of a greater degree of union. Many Socialists, who had 
previously been opposed to a Council of Europe because of fear of German 
participation, had reversed their earlier views and now favored both the 
Council and German participation. They maintained that Germany could 
be better constrained in a viable union. Thus André Philip, a leading 
Socialist, stated, “I feel that we must urge the most rapid possible admission 
of Western Germany to the European Assembly.’ Another meeting was 
projected for early in 1950, when the admission of Germany will be 
considered. 


ooo 








Until now, there has been only limited achievement in the field of | 


economic integration. The OEEC has had some success in winning con- 
cessions from various European states. Since October 1948, some intra- 
European trade has been realized, but trade agreements have been either 
bilateral or narrowly multilateral. The obstacles to multilateral European trade 
are formidable, and for this reason Mr. Paul Hoffman stated that the 
Western European nations should release one-half of their trade from quota 
controls, and he urged greater “integration” to accomplish this end. Mr. 
Hoffman would like to see an overall customs union created similar to the 
one that has been proposed for France, Italy, Belgium, the Netherlands and 
Luxembourg. In addition, he would like to see European currencies made 
convertible. 

Many Frenchmen dislike what they consider to be American inter- 
ference in European economic problems. The Communists are totally 
opposed to the Marshall Plan and integration. The Socialists greatly fear the 
re-establishment of cartelization which would nullify any benefits which 
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might accrue from integration. Similarly, the Gaullist bloc would very 
likely be opposed to an international planning board which the Socialists 
favor. General de Gaulle has stated that he does not approve of the applica- 
tion of ECA aid, and he is strongly opposed to the American policy of 
re-establishing Germany on a basis of political parity with the other Western 
European nations. Thus all parties tend to view integration in the light of 
their respective political and economic doctrines. 

French policy regarding Germany was reoriented on November 10, 
1949. The foreign ministers of Great Britain, France, and the United 
States agreed that Germany ought to be admitted into several of the 
international organizations including the Council of Europe. M. Schuman 
felt that Germany should be firmly fixed “in a well-defined place in the 
European grouping.” He also maintained that German steel production 
should be limited to an annual output of 11,500,000 tons. Most Frenchmen 
realized that German steel production cannot be held down for long. Never- 
theless, the government feels that it would be possible to prevent Germany's 
industrial potential from again assuming gargantuan proportions by restrict- 
ing foreign investment in German industry. History, however, does not 
seem to vindicate this view. France may be relegated to the position of 
having to play a muted violin amid the concert of German industry. 

General de Gaulle strongly favors the cessation of dismantiing, but he 
has demanded that Western Germany be transformed into a loose confedera- 
tion as a prerequisite to Western European integration. De Gaulle’s eco- 
nomic program, e.g. corporatism, would be fertile soil for an efflorescence 
of international cartelization. Therefore, if de Gaulle should get into 
power, Europe would be confronted with the enigma of having to incorporate 
a politically decentralized, and an economically centralized German state 
into a European Union. The Communists are in favor of the continuance 
of dismantling, and they are opposed to Western Germany’s having legal 
parity with France. 

It is very difficult to predict the future of integration. The outcome 
will depend largely upon internal political developments in each country. 
This is particularly true in France where the political balance has been 
precarious since the founding of the Fourth Republic. Can a Third Force 
coalition government effectively legislate against cartelization which would 
insidiously undermine economic integration? Similarly, if de Gaulle should 
get into power, would Socialist Britain consent to form a more binding 
union with a “Fifth Republic’, and would the United States assent to a 
German confederation as a prerequisite to a United Europe? These, and 
similar questions, serve to illustrate some of the obstacles in the path of 
integration. 

The noted economist Gottfried Haberler recently stated that ‘there will 
be no European Union now or in our time.” I feel that many Frenchmen 
would disagree with Professor Haberler’s prognostication. The establishment 
of the European Recovery Program, the Atlantic Pact, and the Council of 
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Europe, just to mention a few of the European regional organizations formed 
in a two-year period, seem to augur well for the creation of a United Europe. 
In the age of monolithic super-states and contracting distances, it seems 
illogical that Europe should remain disunited. The desire for greater security, 
improved welfare, and increased cultural intercourse is manifest throughout 
the Western world. The French, who have been intellectual and spiritual 
leaders for centuries, must accept the challenge by giving their fullest support 
to the movement for a United Europe. As the noted constitutional lawyer, 
René Courtin, recently stated: ““A united Europe would be able to throw 
aside the complexes which have paralyzed France since the liberation, and 
would rediscover the creative forces which animated her for four centuries.” 





MARIO L. CIOCI 


ITALY School of Intrnational Affairs 


With the end of the war, Italy had undoubtedly hoped to go back to 
its traditional and rather advantageous policy of playing an independent 
and mediatory role, not only in the European political arena, but also in 
the international sphere. Having shed the dictatorship of Mussolini, and 
the burden of participation in the anti-Comintern Pact of 1936, the country 
was now prepared to engage in the opportunist policy of watchful waiting, 
this time, in relation to the schism which had developed between the two 
competing power systems centering around the United States and the Soviet 
Union. As in the past, with the exception of the Fascist period, Italy was 
not xeady to commit itself definjtely regarding the direction of future 
international orientation. This period of indecision, however, was short-lived. 
The acuteness of the economic and political crisis that developed in the 
country, in addition to the appearance of the superpowers, quickly awakened 
the Italian diplomats to the impossibility of playing once again the subtle 
political games of a Cavour, a Sonnino, or a Giolitti. As a consequence, 
Italy today has undergone a complete political turn-about, and is playing 
an active role in the movement towards Western European integration. 

Many Italians consider the integration or unity as an absolute necessity 
for the economic and political survival of their country. Many others tend 
to regard the establishment of a strong European Union as almost a panacea 
for some of their most urgent problems. Count Sforza and other statesmen 
realized the special value to Italy of the gradual federative trend immediately 
after the war. This idea was heralded as a means of benefiting Italy as 
a nation as well as protecting continental interests as a whole. It is possible 
that this concept has gained considerable ground in Italy, principally because, 
as a defeated country, it is easier for her to envision a gradual relinquish- 
ment of sovereignty and national power than it would be for a victorious 
nation. Peace treaty provisions on arms limitations make it obvious that the 
degree of offensive or defensive power of the country is highly limited. 
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Italians do not hesitate to recognize this factor, and look to European in- 
tegration as a possible bulwark of their own national preservation and 
defense. 

Count Sforza has taken an active lead in urging European action towards 
closer understanding and cooperation. His statements seem to indicate that 
Italy is openly receptive to the idea of subordinating its own predilections to 
decisions arrived at through collective processes in which each nation would 
exercise but a single voice. On August 24, 1948, Sforza proposed to France 
the formation of a political union for all Western Europe based on an 
expansion of the Brussels Pact. Again, on October 27, 1948, he suggested 
in a note to all Marshall Plan nations that the OEEC be enlarged to form 
a political union which might include parliamentary as well as governmental 
representatives. This direct initiative on the part of the Italian Foreign 
Minister undoubtedly gave impetus to the movement for the formation of 
the Council of Europe, which was conceived on May 5, 1949. Despite its 
participation in the OEEC and the Council of Europe, the limitation on 
Italy's armed forces prevented its active participation in any military under- 
standing. However, by the end of 1948, many Italian leaders wanted 
guarantees such as those in the North Atlantic Pact, and on April 4, 1949, 
Italy took a further step toward European integration by becoming a 
signatory. 

Perhaps the most encouraging aspect of the European movement is the 
apparent willingness of the two key countries, France and Italy, to work 
for more perfect harmony and cooperation. The cultural and political his- 
tories of these two Latin and Mediterranean countries, distinct yet closely 
intertwined, have been marked by amiable fraternization and sharp misun- 
derstandings. In the Cannes meeting of December, 1948, the Foreign 
Ministers of both France and Italy made clear the perfect identity of views 
of the two governments on the necessity for greater cooperation. This coop- 
eration was heralded as the essential foundation for the integration of 
Europe. The proclamation of partnership has been given a more concrete 
basis through the formulation of plans for a customs and economic union. 
Count Sforza intimated that these efforts would probably be the opening of 
a new era of broader cooperation. He wrote: 


If farsighted French and Italian statesmen are capable of an accomplished 
fact, whether it be an alliance or an understanding open to all . . . the world 
will first of all be astonished and then will imitate: and in any case everywhere 
it will win respect.} 


The preparations for a customs union, leading to the ultimate goal of 
an economic union, is the most significant development in Franco-Italian 
relations. Initial suggestions regarding this possibility, made at various times 
in 1947, reached concrete form during the Paris discussions of the sixteen 


Marshall Plan nations. On March 26, 1949, the Foreign Ministers of the 


1 Italy and Italians, New York, Dutton, pp. 122-123. 
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two countries signed a treaty providing for the customs union to be estab- 
lished in 1950 and a complete economic merger by 1955. A permanent 
council was to be set up to plan the detailed stages for realization of the 
customs union. The five year period allowed for the gradual elimination of 
all economic barriers between the countries seems to be the only realistic 
approach to a problem which could never have been resolved by a sudden, 
sweeping removal of all obstacles. A long adjustment period, which will 
witness many frustrations, is nevertheless the essential prerequisite to success. 

The chief problem of Franco-Italian economic unification is the adapt- 
ing of the two industrial systems, now in many ways rivals, so that they 
could form a single economic whole. This would necessitate, among other 
things, the equalization of taxes, uniform railway and transport rates, and 
uniform laws for the control of industry. France and Italy are at present 
rivals notably in the production of wine, cereals, fruits, motor cars, and 
machine tools. In spite of the complexity and magnitude of the problems 
which must be eliminated before final economic union can be realized, the 
advantages to be gained by such a union have spurred the two countries to 
continued efforts. The March, 1949 treaty unquestionably marks a new 
chapter in a Franco-Italian rapprochement which had been receiving im- 
petus and stimulus since the end of the war. 

An early opportunity for closer cooperation arose in connection with 
the problem of labor migration. France suffers from a chronic shortage of 
labor in contrast to Italy where surplus population is an acute problem. 
Negotiations between Rome and Paris have already provided some outlet 
for surplus Italian labor. One must always keep in mind that even if the 
feudal land tenure system in Italy were abolished by agrarian reforms, there 
would never be enough crops to provide sufficient food for the population ; 
nor can we anticipate that there will be enough jobs to relieve the unemploy- 
ment situation. The Italian consequently looks to the agreements with 
France and to European integration as necessary means to alleviate serious 
domestic chaos. In addition to France, other members of the Strasbourg 
group such as Britain, Belgium and the Netherlands possess large colonial 
empires, and Italy hopes to arrange for them to receive a substantial 
number of workers. 

The immediate obstacles in Italy to a more rapid and definite orientation 
in the direction of European integration are social and political more than 
economic. They include the attitudes of the Communist-led labor federations 
and the cautious industrialists in addition to the burden of bureaucratic red 
tape. Opposition to integration in Italy has and will center around the solid 
Communistic party bloc. At present, however, the government possessing a 
clear-cut majority in parliament has little to fear in the way of a direct 
challenge to power. On the other hand, continued Communist hostility 
impedes the program of Italian recovery. There is little chance of substan- 
tially reducing that hostility until the government launches an effective pro- 
gram of social, agrarian, and fiscal reform. Caught between conflicting 
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interests, the government has been stymied in its social program and the 
administration has been in a stage of stagnation. 

Accepting the basic limitations of Italy's economic situation, genuine 
progress has been made since the war. With a period of international peace 
and with the incentive of men like De Gasperi and Sforza in steering the 
country in the direction of European integration, Italy can take significant 
steps towards stability and recovery. 





OTAKAR ODLOZILIK 
CENTRAL EUROPE Professor of History, 


Columbia University 


Two recent publications, the memoirs of General W. B. Smith, My 
Three Years in Moscow, and an account of the Czechoslovak crisis Le Coup 
de Prague, by Dr. Hubert Ripka, have thrown some light on one of the most 
dramatic episodes in the history of our days, namely, Molotov’s volte face 
during the negotiations in Paris, in June, 1947, and its consequences. 

As General Smith has revealed,! the Soviet chief delegate originally 
took a favorable attitude toward the scheme of European reconstruction as 
outlined by General Marshall. On the third day of the consideration of the 
project and of the speechmaking, Motolov received a telegram from Moscow, 
and evidently under the influence of this message, changed his attitude. The 
text of the message from Moscow had not been revealed. Nor is it quite 
clear whether the telegram was simply a dramatic point in a pre-arranged 
game, or whether — as some circumstances seem to indicate — the original 
decision to show a friendly face had been reversed by some of Molotov’s 
opponents after he had left Moscow. 

Be it as it may, Molotov’s sudden departure from Paris set in motion 
the hidden machine which regulates and synchronizes relations between the 
Soviet Union and the Peoples’ Democracies. Poland and Czechoslovakia, 
which, originally, announced interest in the plan, called off their acceptance, 
refusing —to use the Soviet phraseology — ‘to fall for the American bait.” 

Little doubt exists that the Soviet repudiation of a general scheme of 
European recovery destroyed, for an indefinite period, the basis upon which 
European unity could have been gradually built. Thereupon, in comparatively 
short intervals, two events followed: the resuscitation in the fall of 1947 of 
the Communist International under the guise of the Communist Information 
Bureau, and the establishment, late in February 1948, of the Communist 
control over Czechoslovakia. If Tito had not done some damage to the 
ill-reputed “iron curtain,” the division of the continent of Europe into two 
spheres would have become a reality, and the lines of communication between 
the two zones would have been completely blocked. 


1 See installment 15, in New York Times, November 20, 1949. 
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It would be fruitless to look for precedents or parallels in European 
history to justify the swift actions by which the Soviets have separated the 
smaller nations in Central and Southeastern Europe from the western parts 
of the Continent. Profiting from the benevolent attitude of western states- 
men, the Soviet leaders made ready, during the final phase of the war, for 
an enormous extension of the Soviet control over territories which did not 
figure even in the most ambitious Czarist schemes of expansion. Formerly, 
an appearance of the Russian armies on the crest of the Carpathians would 
have incited European cabinets to feverish activity, and any effort to probe 
the Carpathian passes opening into the Hungarian plains would have been 
effectively opposed by other European powers. Moreover, there was little 
understanding in Czarist Russia of the Czech national aspirations. The 
Czechs were not considered as true members of the Slavic family, because 
of their allegiance to either Catholic or Protestant churches, as well as 
because of their western leanings. As for the Russian penetration into the 
Balkans, it was jealously watched by the Austro-Hungarian Monarchy, and 
later also by Italy, which saw in the Balkan countries its potential markets. 
Today the will of the Soviets determines the course of life on the middle 
Danube. Both Cheb, in the westernmost corner of Czechoslovakia, and the 
port of Valona, on the Adriatic coast, stand out as Russian daggers aimed 
at the most vulnerable parts of the Continent. 

The statement that the Soviet repudiation of ERP destroyed, at least 
temporarily, the basis of European unity is too general to mean much with- 
out some further elucidation and specification. The line which actually 
separates the Marshall Plan countries from the Soviet orbit does not corres- 
pond to any traditional division of the Continent, but has resulted from 
temporary considerations, some of which were of a political, others of a 
military character. This boundary was adopted by the great allies to serve as a 
demarcation line during the transition from war to peace. No power was 
authorized by its partners to build up the line as a hermetically sealed and 
insurmountable barrier, as it unfortunately developed into later. At present 
it dissects the body of Germany, and disorganizes the delicate texture of 
political and economic life in all Central Europe. 

The term Central Europe, once popular and en vogue, has, during the 
past few years, almost dropped from usage. A recent and authoritative 
survey in the satellite states, made by two well-informed authors, Emil 
Lengyel and Joseph C. Harsch,” labels this region as Eastern Europe, leaving 
the reader in doubt as to what adjective should be used to cover the vast 
plains stretching from Byelorussia to the Ural Moutnains. 

Inaccuracy and inexactness in nomenclature would not cause much harm 
if they were not symptoms of the declining interest in the specific charac- 
teristics of life in Central Europe or in the role which that zone might play 
in the consolidation of the Continent. To be durable and stable, European 


2 Eastern Europe Today, in Headline Series no. 77, N. Y., 1949. 
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unity can hardly be constructed by any other process than that of successive 
grouping of such countries as the Baltic States, Poland and Rumania around 
the central zone of the Continent, corresponding approximately to Germany 
and former Austria-Hungary. In the network of railroads and highways of 
Germany, the horizontal lines running from the Rhine bridges, or vice versa, 
figure prominently. One of the most important European rivers, the Danube, 
supports by its course a mediating role of the area north and south of its 
banks. This water ay would rapidly lose its traditional mission in linking 
Upper Germany and the adjacent regions with the zone of smaller nations if 
it were blocked by a barrier somewhere in its middle course, and thus 
deprived of its international status. 

There are, however, other factors than rivers, railroads and highways, 
which give to Central Europe a prominent place in the schemes of unification. 
The most obvious one is found in comparing the deep furrow which sparates 
Eastern from Central Europe, with the gradual change in atmosphere which 
one experiences in passing from Western to Central Europe. It is difficult 
to describe in terse words what many experienced travellers have sensed 
when they crossed the Rhine into the labyrinth of German principalities, 
bishoprics, and free cities. The atmosphere was different from the air 
pervading the Latin orbit, and it becomes somewhat heavier as the pilgrim 
moved either toward the plains of Central and Eastern Europe, or toward 
the Austrian border. 

At the opposite end, along the eastern boundary of the central zone, 
the furrow had been even deeper and more noticeable, both during the 
Middle Ages and in modern times. The rift between the Roman and 
Orthodox Churches, which had taken place in 1054 after many decades of 
bitter controversy between Rome and Constantinople, has not been healed 
despite occasional attempts to bring about a re-union of Christendom. The 
line dividing Russia and some of the Balkan countries from the Western 
orbit was not impassable, but its existence, spreading over many centuries, 
caused a considerable estrangement of East from West, especially in the 
realm of intellectual activities. It would have been rather risky for an ardent 
champion of Orthodoxy to propagate his views in a West-European uni- 
versity. A scholar with Latin training and Catholic orientation would not 
have fared any better among Russian monks than a believer in free trade 
does in the conclave of staunch Marxists. 

The larger part of the territory over which the Soviets extended their 
control from 1944 to 1948 lies west of the great cultural and religious divide. 
Poland, Czechoslovakia, Hungary, as well as the Soviet zone in Germany 
have shared the destinies of Western Europe, and participated in the great 
movements which have shaped European society. The flourishing of scho- 
lastic philosophy in medieval universities, the Renaissance and Reformation, 
the Enlightenment and the French Revolution can be explained from the 
structure of society as it has crystallized in Western Europe. To these 
patterns of life Central Europe has gradually conformed. The high degree 
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of individual liberty, the preponderance of reason over sentiment, the highly 
developed sense for private enterprise and ownership, the position of a 
solid middle class between the feudal nobility and the grey mass of 
peasantry — these, and many other features, are characteristic of the life of 
Western Europe. They had been carried in successive waves from the western 
centres, over the Germanic lands, and to the confines of the Latin influence 
in eastern Poland or eastern Hungary. Countries like Yugoslavia or Rumania 
have amalgamated the two elements within their boundaries. Their western 
territories — Slovenia, Dalmatia, Croatia and Transylvania — still bear a 
distinct mark of their former allegiance to the Latin orbit, since they were 
only in 1918 united with the Orthodox provinces. Moreover, the Rumanians 
from Moldavia and Wallachia, the Serbians, and, to some degree, the Bul- 
garians, have been, from the early nineteenth century, exposed to influences 
of French or Anglo-Saxon thought, and the amalgamation of their hetero- 
geneous elements was already, prior to 1939, well in progress. 

Accordingly, the efforts to integrate a susbtantial portion of Central 
Europe into the Soviet system run counter to the traditional trends and can 
be achieved only at the cost of an enormous loss, which the weaker partner 
in the combat — the smaller states — must inevitably suffer. Central Europe, 
deprived of its historic pattern, and conformed to Soviet uniformity, will 
cease to be the natural link between the western and eastern parts of the 
Continent as well as the supporter of the European equilibrium. For its 
proper function in the development of the Continent lies in its variety and 
in a smooth blending of the eastern and western trends. 

The schemes of European unity are likely to lose their only sound basis 
if the central zone of the Continent is abandoned by the more prosperous 
and fortunate nations in western Europe, and is doomed to serve as a mere 
glacis for the gigantic eastern Power. Caveant consules! 
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INTRA-EUROPEAN TRADE AND EUROPEAN 
INTEGRATION 


By Henry C. Wallich and Frederick V. Loud 
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Intra-European trade is in many ways an index of European cooperation 
and integration. Its magnitude, content, direction, and general practices 
reflect in good part the measures that are being taken by the ERP countries 
in the sphere of trade, finance, and investment. Mr. Hoffman’s recent 
appeal to the OEEC Council for rapid progress toward economic integration 
of the ERP countries! makes a discussion of intra-European trade particularly 
timely. 


The Volume of Intra-European Trade 


In 1938, trade between the ERP countries? amounted to 4.7 billion 
United States dollars at 1938 prices, or more than 9.4 billion dollars in 
terms of the price level of 1949. It accounted for 51 per cent of the total 
exports of these countries and for 38 per cent of their total imports, con- 
stituting an element of major importance in their economic life. 

In the second quarter of 1949, the latest quarterly period for which 


1 New York Times, November 1, 1949. 

2 The ERP countries are: Austria, Belgium, Denmark, France, Western Germany, 
Greece, Iceland, Ireland, Italy, Luxembourg, the Netherlands, Norway, Portugal 
Sweden, Switzerland, Turkey, the United Kingdom, and Trieste. 
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data are available, trade between the ERP countries was running at an annual 
rate of nearly 9.1 billion dollars, and constituted 46 per cent of their total 
exports and 34 per cent of their aggregate import trade. In broad outline, 
its role in the Western European economy was of the same general order of 
importance as in 1938. Nevertheless, the recovery of such trade has been 
less than that of total trade and considerably less than that of industrial 
production. 


A slightly more favorable picture emerges when these comparisons are 
translated from monetary into real terms, at least so far as imports are 
concerned. The “‘real” value of this ‘‘intertrade” in the second quarter of 
1949 was estimated by the Economic Cooperation Administration at but 4 
per cent below 1938, whereas the “real” value of all imports of the area 
was 7 per cent below 1938; on the other hand, total exports of the area 
were up 4 per cent in “‘real’’ terms. All sectors of trade were lagging far 
behind the rise in industrial output, which amounted to 18 per cent 
above 1938. 


In the postwar period, accordingly, the countries of Western Europe 
have exported a smaller share of their output than in 1938, and have retained 
a larger proportion for domestic consumption. As compared with the pre- 
war pattern, moreover, a smaller share of their total exports has gone to 
other ERP countries, while a larger proportion has founded outlets in non- 
dollar markets abroad. 


Trade Pattern 


In addition to these developments in the “intertrade” of Western 
European countries, important differences from the prewar period have 
emerged in the postwar pattern of Western European trade and payments. 
The pillars of the area’s prewar multilateral structure were the over-all 
German surplus with the other countries of Western Europe through which 
she financed her deficit abroad; and Britain’s net deficit with other European 
countries, which kept her Continental creditors supplied with sterling that 
Britain was able to make convertible with her overseas earnings. Since the 
war, the United Kingdom has tended to develop an over-all surplus in 
her transactions with Western Europe, and in addition the imports of 
Continental Europe from other sterling area countries have tended to 
increase. The reversal of the British position, coupled with the continued 
inconvertibility of sterling, and the temporary disappearance of German 
trade, has effectively destroyed the foundation of the pre-war European 
system of multilateral settlements. 

Another development of the postwar period is the appearance of a 
large Belgian surplus on intra-European account considerably larger thaa 
before the war. For the twelve-month period ending on June 30, 1950, it 
had been expected that the Belgian surplus with other ERP countries would 
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amount to more than 400 million dollars, although devaluation on the part 
of some of Belgium’s customers may subsequently have changed the picture. 

Owing to the transitional aspects of the postwar scene, international 
trade balances in Western Europe have tended to be more volatile. Italy, 
for example, although a net debtor in her intra-European transactions in 
early 1947, became a net creditor during the ensuing year. The payments 
positions of the United Kingdom and Western Germany have changed fror) 
time to time. Apart from the major developments already mentioned, no 
clear-cut pattern therefore seems as yet to have come into view. 


Financial Techniques of “Intertrade” 


When reviving their mutual trade under the difficult conditions of the 
immediate postwar period, the countries of Western Europe resorted of 
necessity to the technique of the bilateral payments agreement, accompanied 
by the extension of reciprocal credits. In the absence of any more adequate 
solution to the problem of international payments, this continues to be the 
method by which the bulk of intra-European transactions are stil! effected. 

For a while, the availability of reciprocal credits permitted an expansion 
of trade without rigid bilateral balancing. Eventually, however, as pronounced 
debtor and creditor positions materialized, and as credit margins were 
exhausted, strong pressures toward bilateral balancing developed. 

Although the effort in 1947 to re-establish the convertibility of sterling 
ended in failure, the United Kingdom has been able to furnish some relief 
from bilateral constraints through a limited sterling transferability. Apart 
from maintaining the transferability of currencies within the sterling area, 
Britain permits a free shifting of sterling credits among certain of the ERP 
countries, to the extent that some of these (Italy, the Netherlands, Norway, 
and Sweden) are included in what is known as the transferable-accounts 
area, or are allowed to transfer sterling by special license. 

A major contribution to the volume and effectiveness of “intertrade” 
has been made by the Intra-European Payments Plan introduced in 1948 
with the backing of ECA. Under this plan, European creditor countries 
receive part of their ECA dollar aid only on condition that they grant 
“drawing rights” to their respective debtors, with which the latter may cover 
their intra-European deficits. The effectiveness of the drawing rights in 
financing multilateral trade was to be increased by a mechanism for the 
clearing of trade balances without use of drawing rights, but this latter part 
of the payments plan has failed to prosper. Consequently, the plan today 
rests solely upon the availability of drawing rights, which in turn depends 
upon the continuance of ECA aid. In that sense, it is more a subsidiary 
device for the distribution of ECA aid than a payments mechanism. A self- 
sustaining mechanism for intra-European payments—other than on a bilateral 
basis—still remains to be developed. 
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ECA’s Drive for European Integration 


Various moves have recently been made toward the easing of trade 
restrictions among ERP countries. Such moves have been the lifting of some 
restrictions between Belgium and the Netherlands, the discussions on the 
French-Italian customs union, and particularly the trade liberalization pro- 
posals put forward within OEEC. ECA Administrator Hoffman, in his speech 
before the Council of OEEC, has commended these moves, but at the same 
time has demanded much more rapid progress and has stated that the need 
now is for nothing less than the integration of the Western European econ- 
omies. European viability, in the words of Mr. Hoffman, cannot be achieved 
unless the ERP countries succeed in merging their separate economies into 
a “single large market, within which quantitative restrictions on the move- 
ments of goods, monetary barriers to the flow of payments, and eventually 
all tariffs are permanently swept away.” Such a move, Mr. Hoffman said, 
while it would not vastly increase European productivity overnight, would 
accelerate the development of large-scale low cost production, and would 
make the effective use of all resources easier, and the stifling of healthy 
competition more difficult; in other words, it would give the European 
countries the advantages that the United States has derived from the 
existence of a single large home market. This is also the philosophy 
expressed in the Foreign Assistance Act of 1948 and in the bilateral agree- 
ments signed between the United States and the ERP countries. It is an 
objective that commands strong emotional appeal, at least in the United 
States. Nevertheless, while there is likely to be widespread agreement as to 
the general desirability of the aims, considerable uncertainty seems to 
prevail in many quarters as to the rapidity with which the goal can and 
should be approached. Doubts have further been voiced as to whether 
European integration offers advantages great enough to permit chief 
reliance to be placed upon it as a means of restoring European viability. 

The procedure envisaged by Mr. Hoffman is the progressive removal 
of obstacles to free intra-European trade. The ensuing pressures upon the 
balances of payments of individual countries and upon specific industries 
are to be cushioned, Mr. Hoffman suggests, by measures in four fields: 
(1) co-ordination of fiscal and monetary policies; (2) adjustments of 
exchange rates; (3) some kind of pooling of monetary reserves or reciprocal 
credit arrangements to prevent excessive drains on the reserves of individual 
nations; and (4) avoidance of conflicting commercial policies and practices. 

Implicit in the reliance upon the price system and free competition is 
an important lesson of recent European economic experience — a lesson that 
seems to point to the superiority of indirect controls, i.e. monetary, fiscal, 
and exchange rate policies, over direct controls and planning, wherever 
politically difficult adjustments have had to be made. The experience of 
Belgium, France, Italy, and Germany, and, in a negative sense, the United 
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Kingdom, all in some measure contribute to this lesson. Before the task of 
European integration, direct planning has bogged down. Very little is being, 
said nowadays about the co-ordination of the national long-term investment 
programs that was to be effected by OEEC. Even the co-ordination of key 
industries that was suggested as a substitute has made very little progress. 
Hence it might be supposed that the indirect approach — removing trade 
restrictions and letting the price system go to work — might do the trick. 
Nevertheless, one cannot be sure that the favorable experience with indirect 
controls can be applied to the problem of integration. The credit and ex- 
change policy measures that have been employed were designed, by pulling 
a lever, as it were, to accomplish ends sincerely desired by the authorities 
but too hard to achieve by direct control and explicit planning. In the present 
instance, however, it is far from certain that the various governments are 
anxious to achieve integration in a hurry. They may not be prepared, there- 
fore, to pull the lever of trade liberalization in order to get it. 


Political Aspects of Economic Integration 


Economic integration is closely interwoven with political factors. It is 
quite evident that the process of economic integration cannot go far without 
‘political unity, because of the pervasiveness of government action throughout 
the economic sphere. If the United States, therefore, can persuade the ERP 
countries to integrate economically, it may almost automatically succeed in 
persuading them to unite politically. This would lend a new aspect to eco- 
nomic integration. Progress toward it may therefore become important, not 
primarily for what it does for European viability, but as an entering wedge 
to political unity. The consequences of such a development would be 
enormous. The position of the Western nations would be vastly strengthened 
throughout the world. A solution might be provided for the almost in- 
tractable problem of Western Germany. Much more far-reaching economic 
integration than could otherwise take place would become a possibility. 
Of course, some of these political advantages might prove to have draw- 
backs as well. A strong “third power” might prove harder for the United 
States to deal with than a divided Europe. Likewise, a Western Germany 
with powerful influence in a Western European union might create new 
and unforeseen difficulties. But these risks might be well worth their price; 
in any case, the interest that, according to current newspaper reports, the 
State Department is taking in Mr. Hoffman's approach does seem to suggest 
that the political potentialities of his move are regarded as important. 

Whatever the political implications may be, however, economic integra- 
tion is being pushed, ostensibly at least, as a means of speeding up the 
viability of Europe. In this paper, therefore, we shall appraise the feasibility 
and usefulness of integration from this primary point of view of viability. 


8 Cf. G. Haberler, “Economic Aspects of a European Union,’ World Politics, 
Vol. I, July, 1949. 
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Potentialities of Integration 


Before considering what can in practice be expected to be achieved, it 
is useful to look at European integration from a more general angle. 
Basically, the question is whether the European economies are not so hope- 
lessly competitive with each other and have so little to offer to one another 
that their integration would hold out no more promise than, for instance, 
the “integration” of Latin America. Some light is thrown upon this by the 
data in Table I, showing the proportion of ‘‘intertrade” to total trade for 
each of the countries in the ERP area. The proportion runs from a maximum 
of 71.6 per cent in the case of Ireland to a minimum of 22.2 per cent in 
the case of the United Kingdom, and, for the Continental countries, from 
65.3 per cent in the case of Denmark to 27.9 per cent in that of Italy. For 
the ERP area as a whole, intratrade constitutes 37.4 per cent of the total 
trade; for the area excluding the United Kingdom, Iceland, and Ireland 
(with trade between these three countries and the Continent therefore count- 
ing as external trade rather than as “‘intertrade’’), the ratio comes to the 
lower figure of 34.2 per cent. It must be borne in mind that during the 
period to which the data relate, intra-European trade was held down by 
severe trade and payments restrictions, while outside trade was boosted by 
the availability of ERP dollars. The “‘intertrade” ratio of 34.2 per cent for 
the Continental ERP countries, while not high, does not indicate a degree 
of mutual dependence so low as to rule out integration as a practical pos- 
sibility, particularly when the data are viewed in conjunction with the high 
import propensities shown for some ERP countries in Table II. 


TABLE I 


RATIO OF INTERTRADE TO TOTAL TRADE OF ERP COUNTRIES 
AND OF MAJOR STERLING-AREA COUNTRIES IN 1948 


Per cent to total trade, 


A. ERP Area of trade within the area 
Austria 46.4 
Belgium-Luxembourg 53.3 
Denmark 65.3 
France 28.3 
German Bizone 47.3 
Greece 38.0 
Iceland 64.9 
Ireland 71.6 
Italy 27.9 
Netherlands 52.6 
Norway 57.4 
Portugal 45.2 


Sweden 54.7 
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Switzerland 47.7 
Turkey 51.1 
United Kingdom 22.2 


Intertrade of ERP area 
Including the United Kingdom, Iceland, 


and Ireland 37.4 

Excluding the United Kingdom, Iceland, 

and Ireland 34.2 

B. Major sterling area countries* 

Australia 65.7 
Ceylon 67.5 
India 47.9 
Malaya 28.8 
New Zealand 71.2 
United Kingdom 

With major sterling-area countries 31.1 

With all sterling-area countries 41.9 


* Trading partners included within the area of analysis in addition to those listed 
are: Burma, Hong Kong, Nigeria, Northern Rhodesia, Pakistan, and Southern Rho- 
desia. Because of limitations of statistical data, a percentage figure for the “intra-trade”’ 
of sterling countries is unavailable. 

Source: Based on “Summary of World Trade Statistics,’ Statistical Office of the 
United Nations. This summary does not include Austria, the German Bizone, and 
Greece. The percentages for these three countries are based on Table XVI, ‘Economic 
Survey of Europe in 1948,” Research and Planning Division, Economic Commission 
for Europe, in order to include “special” imports supplied these countries by the 
United States and others. 


TABLE II 


RATIO OF IMPORTS OF ERP AND OF MAJOR STERLING-AREA 
COUNTRIES IN 1948 TO NATIONAL INCOME 


Per cent to national income, of 
Imports from Imports from 


A. ERP area outside the area within the area Total imports 
Austria 9 6 15 
Belgium-Luxembourg 18 17 35 
Denmark 9 13 22 
France n.a. n.a. n.a. 
German Bizone n.a. n.a. n.a. 
Greece 14 7 21 
Iceland n.a. n.a. n.a. 
Ireland na. n.a. n.a. 


Italy 13 3 16 








40 Columbia Journal of International Affairs 


Netherlands 21 18 39 
Norway i8 24 42 
Portugal n.a. n.a. na. 
Sweden 9 10 19 
Switzerland 15 14 29 
Turkey 5 5 10 
United Kingdom 17 4 21 


B. Major sterling-area countries* 


Australia 6 15 21 
Ceylon 10a 33a 43a 
India Sb 4b 9b 
Malaya n.a. n.a. n.a. 
New Zealand 11 18 29 
Union of South Africa 16 10 26 
United Kingdom 15 6 21 


C. Entire sterling-area 
United Kingdom 13 8 21 
D. United States 


United States 


We 
Ww 


n.a. Not available. 

* Trading partners included within the area of analysis in addition to those listed 
are: Burma, Hong Kong, Nigeria, Northern Rhodesia, Pakistan, and Southern 
Rhodesia. 

a. National income in 1947. 

b. National income in fiscal 1947-8. 

Based on: National Income data supplied by the Statistical office of the United 
Nations; Trade statistics are taken from “Summary of World Trade Statistics,” 
Statistical Office of the United Nations, except for Austria, the German Bizone and 
Greece. The trade figures used for these three countries are taken from Table XVI, 
“Economic Survey of Europe in 1948,” Research and Planning Division, Economic 
Commission for Europe, in order to include “‘special’’ imports supplied these countries 
by the United States and others. 


Some light can be thrown on the figures in Table I by comparing 
them with the corresponding data for the sterling area. The latter has 
shown itself to be a fairly well integrated body and, despite great structural 
differences internally, provides an interesting comparison. The “intertrade”’ 
of the major sterling area countries runs from a maximum of 71.2 per cent 
for New Zealand to a minimum of 28.8 per cent for Malaya. In general, 
the degree of integration is quantitatively higher than in the case of the 
ERP countries. Qualitatively the difference probably is more significant, 
because the various parts of the area are more nearly complementary than 
competitive. Nevertheless, there is nothing in the comparison to indicate 
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that the interdependence of the ERP countries is so small as to make in- 
tegration prima facie hopeless. 

A second angle of the integration problem is illuminated by Table II, 
showing the ratio of each ERP country’s imports to its national income, a 
similar comparison being made for a few of the leading sterling area coun- 
tries, and for the United States. The impression given by these figures 
is that on the whole the present degrees of self-sufficiency of the ERP 
countries and the sterling area countries do not differ greatly. For both 
areas, of course, the degree of self-sufficiency is much lower than for the 
United States. These data, it should be noted, undertake only to show 
what is, not what might be or ought to be ——which for the ERP coun- 
tries may prove a very great difference. 

The problem must also be considered in nonquantitative terms. Inte- 
gration seems promising primarily where there is complementarity among 
the component parts that has not yet been taken advantage of. The European 
economies, as they stand today, are predominantly competitive. Emphasis 
must be placed on the qualification ‘“‘as they stand today’; if Europe had 
been discovered in 1492 and developed after the manner of the United 
States, a much higher degree of complementarity of its component parts 
would no doubt have evolved. Nevertheless, competitiveness is not so 
permanent an obstacle to the integration of industrialized economics as it 
would be in the case of raw material countries. A group of countries 
producing chiefly copper, coffee, meat, and sugar will find it almost im- 
possible to so change their economies as to create some degree of comple- 
mentarity, but not so a group of countries producing steel, textiles, diversi- 
fied foodstuffs, and machinery. While natural resources are frequently 
highly specific, i.e., suitable only for very limited purposes, industrial skills 
and accumulated capital, even though highly specific in the short run, are 
relatively adaptable to new uses in the long run, i.e., when given enough 
time for such a metamorphosis. It is true that the kind of integration that 
could be achieved by reshuffling industrialized economics would not provide 
a radically different degree of self-sufficiency for the area as a whole, since 
the area still would have to import most of the raw materials that it had 
previously imported. It would, however, find itself in a much better com- 
petitive position for carrying on this outside trade. 


Trade and Payments Pattern 


Of the numerous problems that are raised by European integration, 
only one can be taken up here as of special interest from the angle of 
intra-European trade: the trade and payments pattern that would be required 
to sustain an integrated area. 

It is clear that to obtain the advantages of unrestricted trade, currencies 
within the area must be convertible. Bilateral balancing of trade between 
pairs of countries must be ruled out. There are, however, two possible pat- 
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terns that may be envisaged: One possibility would be to seek multilateral 
balance for each country with the rest of the group, i.e., each member of 
the group would have surpluses and deficits with other members, but would 
have no over-all surplus or deficit with all of them together.t If under 
those conditions each member of the group succeeded in also balancing its 
accounts with the outside world, the total balance of payments of each mem- 
ber would be in equilibrium. The second possibility would be to permit a 
member of the group to be in surplus or in deficit with the rest of the 
group, with the implication that this position be offset by a corresponding 
deficit or surplus of the country with the outside world. For instance, if 
France had a deficit with the other members of the group, it would have 
to cover this deficit with dollars or other convertible currencies earned from 
the outside world. If Belgium had a surplus with the rest of the group, this 
surplus would have to be made convertible to enable Belgium to cover an 
outside deficit. 

While the second alternative approximates more nearly the ideal of 
world-wide multilateralism, there are reasons to believe that it does not 
represent a feasible solution of the payments problem of a group of coun- 
tries seeking to maintain convertibility and mutilateralism vis-a-vis each 
other in the face of a dollar shortage. A deficit country — France in the 
above example — would probably find it difficult to earn a dollar surplus 
with which to meet an intra-European deficit. There would be constant 
danger that the French franc might become inconvertible within Europe, 
which would force European trade with France back into bilateral channels. 
Likewise, it is hard to believe that a surplus country, such as Belgium, would 
find it possible to earn enough dollars in multilateral European trade to 
cover a sizable deficit with the outside world. The chances are that Belgium 
would find itself discriminated against by the other members of the group, 
for its currency would tend to be as hard as the dollar itself if it endeavored 
to collect its surpluses in dollars. One must conclude that in the absence 
of a rough (not, of course, an exact) balance of each of the major coun- 
tries with the group as a whole, the present distinction within Europe be- 
tween relatively hard and soft currencies would continue and would disrupt 
convertibility within the group. It may be observed that the attempt to 
maintain a balance of each member with the group would probably require 
continued discrimination against dollar imports, which would pose consid- 
erable problems for the multilateral philosophy of the United States.5 


Steps Toward Integration 


From the earlier sections of this paper it has become apparent that 
European integration will have a major effect chiefly, if at all, insofar as 








4 After taking account of intra-European investment that may serve to cover 
current account deficits. 

5 This problem, however, might also persist in the case of absence of a balance 
between each member and the rest of the group. 
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it involves substantial changes in the structure of production and hence in 
productivity. If initial developments in the economic sphere are widely in- 
terpreted in Europe as heralding the beginning of political unification, they 
may of course have considerable morale effects that in turn may lift produc- 
tivity to new levels. This, however, will depend ultimately upon the real 
progress made toward political unity. 

Looking purely at the economic side, it is clear that changes in the 
structure of production are likely to be slow and costly. The potential ef- 
fectiveness of moves toward the elimination of trade barriers may there- 
fore be distinguished according to the degree of structural change that may 
result. The most modest approach would be one calling for the lifting of 
trade restrictions only to the extent that no major changes in the productive 
structure would result. Such freeing of trade would increase the volume 
of trade, increase competition, and squeeze the water out of the price 
structure of a number of industries. Productivity and living standards 
would gain, but the gains could hardly be expected to spell the difference 
between viability and nonviability. Even this modest step forward would 
encounter considerable obstacles in the form of payments difficulties and 
of resistance on the part of producer interests, including internationat 
cartels. 

A somewhat bolder approach would be the lifting of trade restric 
tions to the point where competition and the price system would bring 
about gradual changes in the structure of production — at whatever race 
plant and equipment could be amortized — without scrapping of unamortized 
plant. In other words, there would be no major wastage of capital, but 
merely a gradual transfer of capital to other uses or other areas. 

This bolder approach would yield sizable benefits in the long run, 
as major changes in the structure of European production materialized. 11 
is likely, however, to run into far greater obstacles than the more modest 
approach. In addition to payment difficulties and severe resistance from 
producer interests, there would be resistance from labor facing shifts to 
other industries or even to other areas. Moreover, unless a great degree of 
political unity had been achieved, the national authorities would probably 
be unwilling to permit the gradual shrinkage of major industries because 
of the threat to military strength and economic self-sufficiency. 

A third and somewhat utopian possibility would be the lifting of 
trade and payments restrictions to such an extent as to force the immediate 
scrapping of important parts of the productive structure. This procedure 
would attempt to do in a hurry what in the second case would be a gradual 
process. The wastage of capital that it implies, and the enormous amounts 
of new capital that would be needed to expand favorably situated industries 
would be a very heavy drain on Europe's investment budget, overloaded 
even today in relation to national income. That all the other obstacles in 
the form of payments problems, employer and labor resistance, and the 
attitude of national authorities, would be encountered in a greatly intensified 
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form is obvious. There would also be the prospect of massive migrations 
of labor to favored areas and significant shifts in relative living standards 
among European nations. 

Whether or not anything more than a modest gesture within the 
area of the first approach will eventuate in the near future remains to be 
seen. In any case, the distinct impression emerges that European integra- 
tion is likely to make only a moderate contribution to European viability 
by 1952. The results that could be expected from the first approach are 
quite limited, those of the second approach would mature far too slowly, 
and the third approach would probably delay rather than speed up viability 
in the short run because of the wastage of capital and the general stresses 
and strains involved. The question remains, however, whether from a long 
run point of view European integration deserves priority among the various 
alternatives open to ERP countries. This question calls for an investigation 
of the alternatives. 


Other Alternatives to Integration 


One major alternative open to each of the ERP countries is to “go 
it alone.” At present, this seems indeed to be the direction in which the 
European countries are moving, for the long-term programs, as analyzed 
by OEEC, seem to point in the general direction of growing autarchy. In 
support of this line of development it may be argued that many of the 
advantages to be derived from integration could also be obtained through 
competition and rationalization of industry on a national scale. After all, 
the larger of the ERP countries — the United Kingdom, France, Italy, and 
Western Germany — with populations- ranging from 40 to 50 millions, 
have domestic markets sufficient to attain an optimum scale of production 
and competitive conditions in all but a few heavy industries. The need 
for increased productivity can therefore be met to some extent by action on 
the national scale —if enough capital is available and if the governments 
concerned have the will and the strength to eliminate restrictive practices. 

The feasibility of the national approach would be greatly enhanced 1f 
one could expect it to proceed in an environment of convertible currencies. 
In that case, the contribution to productivity made by intra-European trade 
would be considerable. In fact, as Professor Haberler® has pointed out, a 
return to convertibility and to the international trade practices prevailing 
in 1938 would in itself constitute a high degree of “integration.” Unfor- 
tunately, there is little hope of a return to convertibility if each ERP coun- 
try decides to strike out for itself in an autarchic direction. The payments 
pattern will almost certainly be rigidly bilateral and the uneconomic char- 
acter of such trade would represent a heavy drag upon progress toward 
viability. 

6 Cf. G. Haberler, “Economic Aspects of a European Union,” World Politics. 
Vol. I, July, 1949. 
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The second alternative open to the ERP countries is to seek closer con- 
tact with overseas areas outside the dollar area. This would seem in many 
respects to offer a more attractive prospective because of the basically com- 
plementary character of the areas involved. It would represent an intensifi- 
cation of the already existing relationships of European countries with their 
overseas dependencies and with other raw material countries. Two dif- 
ficulties, however, stand in the way of this outward-looking approach: the 
growing protectionism of the raw material countries and the inadequacy of 
raw material supplies outside the dollar area. As to the first difficulty, it 
is well known that raw material countries have generally found the old 
established exchange of raw materials for manufactured goods a relatively 
unprofitable business. Most of them are determined to industrialize, and 
are shielding their nascent industries through trade restrictions. This prac- 
tice does not necessarily prejudice all imports from Europe, but it does 
prejudice sales of most European consumer goods. It is true that trade 
relationships might be intensified on the basis of the exchange of capital 
goods for raw materials, but this possibility depends in good part on the 
volume of savings available to the raw material areas for their industrializa- 
tion, a process that Europe lacks the means to finance. 

As to the second difficulty, studies made by the OEEC’ seem to indi- 
cate that there simply are not enough supplies available in the non-dollar 
areas to satisfy Europe’s needs without very substantial recourse to dollar 
sources of supply. If Europe’s future is therefore to be based upon a closer 
relationship with overseas nondollar areas, it would be necessary to increase 
greatly the output of these areas, a process that probably would take many 
years and a considerable amount of capital. 

It seems, then, that the overseas alternative, too, fails to provide a 
very satisfactory answer to European viability in either the short or the 
long run. The outlook becomes somewhat different, however, if one 
envisages large-scale financing of underdeveloped areas by the United 
States. If the United States were to go into such development on a triangular 
basis, Europe might earn, through the export of capital equipment, a part 
of the dollars put at the disposal of underdeveloped areas. How much these 
earnings would amount to will depend upon the magnitude of United 
States investment as well as upon Europe's ability to compete with the 
United States, and perhaps one should not be too optimistic on that score.§ 
But if Europe should succeed in earning a substantial volume of dollars 
in that way, it could employ them to purchase supplies in the dollar area 


7 Cf. OEEC: Interim Report on the European Recovery Program Vol. I, 
Chapter 4. Paragraphs 165 to 180. 

8 For the most thoroughgoing analysis of this ‘triangular’ trade and investment 
pattern presented thus far, see Horst Mendershausen, “Future Foreign Financing’ in 
The Review of Economics and Statistics, November 1949. The great size of the figures 
arrived at in that paper is a measure of the difficulties that would stand in the way 
of exclusive reliance upon such a triangular approach to European viability. 
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that are lacking in the other overseas areas. United States foreign lending 
would then be matched by export surpluses with Europe as well as with 
the underdeveloped areas. The former might be represented mainly by 
larger exports of agricultural products, while the latter would take the 
form of larger exports of capital goods. Such a pattern might well fit in 
with the United States’ prospective need to dispose of large agricultural 
surpluses. A triangular solution of this kind could thus be made to serve 
simultaneously the needs of Europe, the underdeveloped areas, and impor- 
tant domestic American sectors. It would not be in conflict with the ener- 
getic pursuit of European integration as a long-run objective; rather, it 
would aid this objective by supplying imports that are needed while struc- 
tural changes in European industries were going on. It would, however, 
reduce the emphasis on integration as the chief means of achieving European 
viability in the short run. 
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ASIAN DEVELOPMENT AND EUROPE 


By John S. Tanaka 
School of International Affairs 


Broadly speaking, the realization of higher levels of internal produc- 
tion and external trade is the only means whereby Europe after 1952 can 
possibly sustain itself at a high economic level. Trade receipts, of necessity, 
must exceed the loss of ERP aid. 

The importance of Asian development, in terms of European recovery, 
is due to the need of Western Europe to have ever-increasing markets for 
her diversified exports, not only to the dollar areas, but to the non-dollar 
areas as well. At present, however, the principle obstacles to the establish- 
ment of a mutually profitable trade between Western Europe and Asia are: 
1) the economic underdevelopment of Asia and 2) the political instability 
in Asia. Let us discuss these two at some detail. 


I 


To a large extent the “imperialist” policies of the metropolitan powers 
in Southeast Asia were directed to the exploitation of human and material 
resources as means to the realization of gain deemed most profitable at that 
moment. The backward state of Southeast Asian economic development 
could be traced, as a result, almost wholly to one form of colonial policy 
or another. 

Colonialism, however, has been moribund for the last thirty years; the 
life expectancy of what remains of yesterday's ‘‘white man’s burden,’”’ espe- 
cially of England’s “last and the largest Empire,’ appears to be limited. 

In viewing the historical phase of colonial emancipation on Asia from 
a long range perspective, it is indeed idle to remain sentimental and 
nostalgic over the political changes that have been taking place, since the 
colonial territories of yesterday can continue to serve, even as sovereign 
states, the economic interests of Europe in the future. As a corollary of 
political independence, economically stunted countries of Asia would want 
to direct their energies and available resources to economic development 
in order to lift their pitifully low standards of living and per-capita output 
in both agriculture and industry. During the process of capital formation, 
these countries would need the participation of Western Europe, both as a 
supplier of capital goods and as a buyer of primary products. 


II 


As indicated above, the basic economic objective of Asia is capital 
formation, i.e., 1) to get capital goods and 2) to find the means to pay 
for them. The important question here is: through what means can the 
Asian countries obtain the necessary credit to purchase capital goods? 
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The Asian countries could conceivably resort to such means as internal 
savings, foreign government or private loans, inter-governmental loans (In- 
ternational Monetary Fund, World Bank), or throneh the grants and 
loans of certain specialized agencies or commissions of the United Nations. 

During the early phase of development it would be impractical for 
the Asian countries to rely too heavily on internal savings or foreign private 
loans as principle sources of credit. Recourse to internal savings is too 
arduous a method. In turn, foreign private loans will find little incentive 
to go abroad for the construction of railway beds, roads, communication 
systems and other so-called unproductive forms of investments which are, 
nevertheless, some of the necessary concomitants of industrialization. 

Reliance on the International Monetary Fund, for the time being, is 
out of the question,! for the benefits under the Fund are reserved only to 
member-states; many Asian countries, as we know, are not members as yet. 
And even if they should be in the future, the amounts that they could 
borrow would be conditioned, or else be limited by their initial Fund sub- 
scription, which would necessarily be small. Benefits under the World 
Bank are also reserved to member-states. At present, there are no agencies 
or commissions under the United Nations equipped to extend large-scale 
financial aid to the underdeveloped regions of the world. 

The various means listed above, whenever they are available, are de- 
sitable complements to foreign government loans, that is, American loans. 
For the present, the internal economies of Western Europe can ill afford 
the temporary drain of liquid reserves, which capital exports to the under- 
developed areas will entail, until such time as the problem of dollar deficits 
in the balances of payments can be adequately solved. The paramount eco- 
nomic position of the United States, therefore, makes it incumbent upon 
her to assist Europe in the field of foreign lending to help broaden the 
bases of international trade. 

To assist the underdeveloped regions with our financial aid could not 
be construed as being a hand-out policy on the part of the United States. 
Domestic investments and foreign investments and loans are vital means 
to the realization of full employment at home. It is practical wisdom to 
have two strings attached to our bow to help counter, or else minimize, the 
effects of cyclical fluctuations at home. 


Ill 


During the early stages of the Asian development program, our loans 
should be: 1) reasonable in terms of interest rates, 2) substantial in terms 
of the needs incidental to Asian industrialization, and 3) extended over a 
long period of time. It would be desirable, moreover, that our loans be 
untied, since this would give the Asian countries freedom of purchase from 


1 Benefits under the Fund have been used, mainly, to correct temporary dis- 
equilibrium in the balances of payments. 
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the cheapest markets. As a consequence of world-wide currency devalua- 
tion vis-a-vis the dollat, the Asian countries would most probably find it 
less expensive to purchase European, rather than American, capital goods. 
And if they do, we should grant them that freedom. This initial American 
sacrifice will materially benefit the internal economies of both the European 
as well as the Asian countries. America will also benefit in the long run, 
for the state of prosperity in both Europe and in Asia will have, under the 
conditions of free trade, the stimulating effect of inducing our exports to 
those areas. 

It is conjectural, however, whether our loans will be untied. But even 
if the Asian countries be required to purchase American capital goods with 
our tied loans, the results will still benefit both Western Europe and Asia. 
The increased Asian productivity and its corollary, the increased supply of 
primary products for export purposes, will tend to raise the general stand- 
atds of living. These conditions will have stimulating effects on European- 
Asian trade. 


IV 


Recently, various plans have been laid, and steps have been taken for 
the industrial development of Asia. The United Nations Economic Com- 
mission for Asia and the Far East (ECAFE) has devoted considerable at- 
tention to the problems of industrial development in the past, but unfor- 
tunately, one sees ‘no prospect of large-scale financial assistance through 
the agency of ECAFE for the economic reconstruction of the region’; the 
subject of financial assistance “now rests with individual countries to deal 
separately with private investors, international investment agencies, or gov- 
ernments.’’? 

Once in operation, the much-publicized Point Four of our foreign policy 
promises to meet, as a prelude to direct capital investments, the basic needs 
of the underdeveloped areas, viz., disease and health control, housing and 
sanitation and expansion of literacy through education. The fulfilment of 
these “welfare measures” are the conditons requisite to future economic 
progress of any area. 

The direction of the Point Four program through the Federal Se- 
curity Administration has already been determined. The Export-Import 
Bank has, in turn, agreed to guarantee “United States capital against cer- 
tain risks of investing in foreign coustries.” An international conference 
under the auspices of the U.N. will beneld next spring to plan in detail the 
United Nations’ version of Point Four It is unfortunate, however, that the 
political instability in Asia continues toremain as one of the major stumbling 
blocks to As.an development. 

As a rule, capital makes hasty departures from, and is reluctant to go 
into, areas oppressed with political intability. Hence, until such time as 


2 See ‘The Outlook for ECAFE,” Far dastern Survey, April 6, 1949, p. 74. 
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the political disputes now in progress in such key countries as China, Viet 
Nam (or French Indo-China) and to a lesser extent, Indonesia, shall be 
settled, any full-scale attempt at development in those countries is point- 
less. For this reason, let us analyze briefly the political obstacles to eco- 
nomic progress in the above named areas. 


V 
1. China 


The Chinese Communists, a small band of political outcasts in 1927, 
have succeeded in marshaling enough troops and public opinion to their 
cause to fight a successful revolution thus far. They have succeeded in 
establishing the People's Republic of China and in gaining recognition 
thereof from other Communist Governments. Succinctly, they have presented 
to the world a fait accompli. 

However, it remains to be seen whether the new Republic can organize 
a workable administration. From the economic standpoint, the fundamental 
fact seems to be that sae will tolerate the practices of individual enterprise 
for the time being, while, at the same time, laying the institutional frame- 
work of a socialist state for the distant future. 

One can paint a gloomy picture of the present Chinese economic situa- 
tion. The Kailan coal mines situated just north of Tientsin, for example, 
have accumulated a deficit of roughly 12,000,000 (Chinese) dollars since 
the mines fell into Communist hands in November, 1948. Partly due to 
maladministration, moreover, these important mines are operating at only 
half capacity, or even less. Following the Communist capture of Shanghai, 
the situation has also grown worse. Mass unemployment, the antithesis of 
a supposed welfare state, surrounds that great metropolis, whilst the infla- 
tionary trend continues to soar. The new Republic, in turn, urgently needs 
big-city administrators and factory supervisors as well as technical and fi- 
nancial aid. 

Mao Tze-tung has turned to Soviet Russia for economic assistance. 
Already the newly formed (Manchurian) People’s Government for the 
Northeast has negotiated a barer agreement to receive Russian medical 
supplies, machines and industrial raw materials in exchange for Manchurian 
agricultural products. This agreenent, however, is considered to be only 
a token gesture of friendship. Forthe few years ahead Russia will be in no 
position to extend capital or techncal aid in sufficient quantity to the Peo- 
ple’s Republic. So long as a “‘coldwar,” an Atlantic Alliance or an atomic 
bomb race exists, Russia will need most of the available resources for her 
own industries and armament plans. 


3 New York Times, September 15,1949. 


4 When the Communist forces enteed Shanghai, the exchange rate of the Chinese 
to the American dollar was 200 to 1. ss of last September the exchange has soared 
to the fantastic rate of 2700 to 1. Ibid. September 10, 1949. 











~ & es me 


fi ua > «iF we mee 


i mii mt nae aa 


te eee So 


MS“ Oo fF + 


eo 
4 











Asia and Europe 51 


Moreover, Russia has little to gain by her trade with China at present. 
The former possesses most of the raw materials as well as agricultural 
products which China has to offer. It follows, therefore, that the new 
regime has little to gain by alienating the western countries continually 
and thus discouraging the resumption of friendly trade and financial rela- 
tions with the more highly industrialized non-communist countries, espe- 
cially with America. 

The basic economic need of China, as in other areas of Southeast Asia, 
is capital formation. Conceivably, she can finance the gigantic tasks of 
industrial development and agricultural modernization through internal 
savings. But the recourse to internal savings alone, in the absence of foreign 
technical and capital aid, may tax the welfare of the people unduly. A 
population reaction against, rather than the acquiescence to, the new gov- 
ernment may be the consequence. 


2. Viet Nam (French Indo-China) 


For the majority of the 25,000,000 Vietnamese (or Vietnamians), the 
most popular government today is that of ‘President’ Ho Chi Minh’s Viet 
Nam Republic. But France has consistently refused to recognize his rebel 
government de facto or de jure because 1) its demands were too drastic 
and unpalatable to France and 2) of the reputed Communist domination 
of the Ho government. 

In a desperate search “‘to find new political patterns that will meet the 
legitimate demand for self-government in a colonial area and, at the same 
time, provide for a transition that will be lawful, orderly and mutually 
profitable,” France finally called upon Bao Dai, the self-exiled former 
“night-club” Emperor of Annam, and puppet under the Japanese Occupa- 
tion, to head the future autonomous government of “United Viet Nam’ 
within the French Union. 

Bao Dai, however, demanded a condition for his services: that the 
status of the rich colonial territory of Cochin-China, long a bone of con- 
tention with the Vietnamese, be abrogated in favor of its independence 
together with the rest of Viet Nam (comprising the provinces of Tonking 
and Annam). The territory of Cochin-China, through its Assembly, voted 
55 to 6 in favor of a union with Viet Nam on April 23, 1949. On June 
3, the French Assembly formally elevated Cochin-China, after a heated 
debate, from the status of a colony to that of an autonomous territory 
by 367 votes to 221. 

As a result, Bao realized one of the major objectives of the nationalists. 
However, in receiving this territorial concession (as well as promises of 
“full and immediate internal sovereignty’), practical diplomacy forced Bao 
to make concessions to France by agreeing to limit the external sovereignty 
of Viet Nam. Bao agreed, in the so-called Viet Nam Agreements of March 
8, 1949, to have Vietnamese foreign policy ‘‘co-ordinated” through the 
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French Overseas Council; to have foreign diplomatic representatives in Viet 
Nam accredited, jointly, to the President of the French Republic and the 
Emperor of Viet Nam; to send diplomatic representatives (with credentials 
signed by the President of France) only to certain Asian countries and the 
Vatican; and to establish joint defense of Viet Nam by French-trained 
Vietnamese forces and French troops. 

These agreements went into effect on June 14th, 1949; and on June 
15th, Bao proclaimed himself head of United Viet Nam with the full 
blessing and recognition of France. 

However, the most crucial periods are still ahead for Bao Dai and 
France. The fiery nationalists under Ho Chi Minh have called Bao a 
criminal and his government a puppet. At present the forces of the French 
Legion, reputedly numbering over 190,000, are still stationed in Viet Nam 
to defend the newly-created state against persistent guerrilla attacks, as weil 
as to guard against the possibility of a violent coup d’etat by the extreme 
nationalist forces. 

It seems that until such time as a peaceful agreement can be made 
between the French-supported state of Bao and the nationalist Viet Narn 
Republic, evolutionary progress towards a stable internal order, the sine 
qua non of future economic progress, will be impossible. It also seems that 
recognition by the United States of this new state (which the French want), 
as well as her admittance to the United Nations (which the French have 
agreed to support) at this time, will serve the negative purpose of fanning 
the nationalistic flame to greater heights, thus decreasing the chances of a 
rapprochement, and decimating the hopes for an early internal peace. Presi- 
dent Vincent Auriol recently stated that the future peace of Viet Nam is “in 
the hands of the Viet Nam people and of them alone.’’ However, in view of 
the continued presence of French troops in strength, it is doubtful whether 
the future peace is actually “in the hands of the Viet Nam people. . .” 
In the final analysis, France, instead, holds the power to determine the 
future destiny of a truly united Viet Nam. 


3. Indonesia. 


November Ist (1949) will hereafter be celebrated in the United States 
of Indonesia as Independence Day. On that historic day the representatives 
of the Netherlands and of Indonesia concluded formal agreements at The 
Hague terminating three centuries of Dutch reign over the rich colonial 
territory. 

The military agreement included, inter alia, the withdrawal of Dutch 
troops within the period of six months following the effective date of the 
Treaty now ready for ratification. The agreement also called for a Dutch- 
trained and equipped Indonesian army for the country’s defense. 

The important financial and economic agreement recognized the 
primary Dutch commercial interests in Indonesia, and also settled the con- 
troversial issue of Indonesian debt to the Netherlands at $1,131,578,947. 
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The most important agreement reached at The Hague was the Statute 
of Indonesian Union, in which the Kingdom of the Netherlands and the 
Republic of Indonesia pledged “‘on a basis of voluntariness, equality and 
complete independence . . . to create the Netherlands-Indonesian Union.” 

It is expected that the respective Parliaments will ratify these agreements 
in December, 1949, and thus transfer sovereignty over to Indonesia “‘uncon- 
ditionally and irrevocably” for all time. In spite of the fact that a settlement 
of Dutch New Guinea’s status had to be postponed for a full year, it is 
unlikely that the Indonesian or the Dutch Parliaments will undo the 
accomplishments already made. 


VI 


Thus far we have been discussing the importance of Asian develop- 
ment with regard to Europe’s economic recovery, as well as the political 
obstacles to Asian development. There remains, finally, an important problem 
which we have not yet discussed, namely, Japan’s future role in international 
trade as a factor in European recovery. Let us turn to this question for the 
remainder of this paper. 

- Perhaps the most striking fact about Japanese trade during the first 
three decades of the 20th century has been its gradual detachment from 
Europe. During the middle ‘nineties Europe supplied over half of Japan’s 
imports and absorbed about a third of her exports. Yet, in 1928, Continental 
Europe and the United Kingdom supplied only 17% of Japan’s total 
imports and absorbed only 8% of her exports. The corresponding figures 
for 1938 were 13% and 10%, respectively. 

This detachment from Europe was, in turn, organically related to the 
secular trend of Japan’s imports-exports. During the years 1895-1914, she 
expanded greatly her exports of raw silk, silk tissues and cotton yarn 
particularly to the United States, India and China. During and after the first 
World War, she captured securely “‘a portion of the Asiatic market for 
cotton piece goods that had previously been supplied by Europe . . .,” and 
also rendered herself “independent of the supply of various European in- 
dustrial goods.’ These gains, in turn, were augmented by her raw silk 
exports to the United States until its price collapse in 1929. 

In the early 'thirties, Japanese exports shifted from silk to manufactured 
goods and capital goods, but in doing so, Japan became increasingly de- 
pendent upon foreign nations for the supply of raw materials required for 
their production. Because of strategic considerations also, Japan became 
dependent upon American raw cotton, scrap iron, copper and mineral oil. 
While America’s share in Japanese silk exports dwindled from 42% in 
1928 to 16% in 1938, Japanese imports from the United States increased 


5 League of Nations, The Network of World Trade, 1942. Table 33, p. 62. 
(Italics mine). 
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from 28% in 1928 to 34% in 1938. The resulting trade balance had 
deleterious effects on Japanese economy, for whereas in 1928 Japan had 
an export surplus of $90,000,000 to the United States, that figure was 
reversed to an import surplus of $140,000,000 in 1938. 

Partly as a result of Japan’s unfavorable terms of trade with America, a 
new phase in Japanese trade relations began in 1937 with the gradual 
creation of the so-called “yen bloc,” which consisted mainly of the Japanese 
Empire, Manchuria, Kwantung and China. Autarchy, rather than free trade, 
was Japan’s solution to check the progressive worsening of her economic 
and financial condition. 


Vil 


In the post-war period, the extent to which Japan will be able to 
compete with Western Europe for markets in Asia will be determined 
largely by political rather than by economic considerations. 

Dr. Lokanathan of India, for example, has proposed a plan that would 
integrate “Greater East Asia’ into an economically complementary region 
with Japan as the axis. He argues to the effect that “during the present 
period of transition, if Southeast Asia can produce more foodstuffs and 
Japan can produce more capital equipment, a mutually beneficial and ad- 
vantageous trade can be developed, which will promote the industrial 
development of all Asian countries.”® However, it appears likely that many 
Asiatic countries, together with Russia and Australia, will resist the plan 
that would make Japan the workshop of Asia. 

Memories of past Japanese aggression are still fresh among the peoples 
of the Asiatic countries. China, for-example, will undoubtedly ask for a 
hard peace with Japan should she be a participant in a peace conference 
that would determine the future status of the latter. It is likely that the 
Philippines will demand a similar peace. The latter, in fact, was completely 
amazed and dumbfounded at the American policy to forego any further 
plant dismantling in Japan. Australia, situated on the fringes of Asia, had 
its full share in the Pacific war and, for security reasons, she is equally 
adamant in the face of the plan of developing Japan into a workshop; 
besides, Australia already has her eyes on the areas of the near north as 
export markets. 

It is evident that should the will of these countries prevail at the peace 
conference, the problem of Japanese competition for Asian markets, from 
their viewpoint, could be solved for decades to come. 

If, on the other hand, the will of the United States should prevail at 
the peace conference to 1) discourage the exacting of a hard peace with 
Japan and 2) to encourage its economic reconstruction and rejuvenescence, 
will the resulting Japanese competition for capital goods markets in Asia 


6 See Jerome B. Cohen, “‘Asia’s Economic Problems,” Far Eastern Survey, Sep- 
tember 21, 1949, p. 219. 
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be injurious to European competition in that area? Given the conditions of 
free trade operating under rational monetary exchange ratios, the above 
question deserves, prima facie, a negative answer. 

It is instructive to notice that during the period 1910-1914, and during 
the late ‘twenties, the older industrialized countries of Europe were able to 
maintain their exports to the Asian region at a relatively high level in the 
face of active Japanese competition. Specific kinds of exports, such as cotton 
piece goods, naturally declined in the wake of Japanese competition; but the 
decline was offset or else limited by a number of equilibrating factors, such 
as new demand, arising from the competition. 

It is also instructive to notice that the Japanese capture of English 
cotton-goods markets in Asia during 1914-1918 and during the early 
thirties was not entirely a result of her inherent productive efficiency. On 
the contrary, the disturbances in economic relationships resulting from the 
first World War, as well as the unrealistic stabilization of sterling at a 
relatively high level during the late ‘twenties artificially favored Japanese 
competition. This competition was sharpened after the financial crisis by 
1) “a reduction in the exchange value of the yen which by 1935 had 
reached 65%, while the depreciation of sterling remained at 40%," and 
2) .the disintegration of the multilateral trade system. 

There are reasons to believe that should Japan emerge in the future as 
an exporter of capital goods according to Dr.Lokanathan’s plan, the resulting 
competition with Western Europe and with America for Asian markets 
could be profitable to all. Obviously, Japan cannot (even if she wanted to) 
supply all the needs incidental to Asian industrial development. Instead, 
Japan would want to specialize in the production of certain types of capital 
goods, ship bottoms for example, in which she has a comparative advantage 
over the other competing nations; whereas Western Europe and America 
would have their own specialized commodities for export purposes. Given 
the conditions of a stable international economic and political order, and of 
free trade operating under rational monetary exchange ratios, competition 
not only releases secondary effects beneficial to all, but also productive forces 
which would expand further the foundation of world economic activity. 


T See League of Nations, Industrialization and Foreign Trade, 1945, p. 112. 
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INTERNATIONAL ECONOMIC ORGANIZATIONS 
AND EUROPEAN STABILITY 


By William C. Cates 


School of International Affairs 


The problems which confront Europe and the world today in the 
sphere of trade and economics were deepened and accentuated by the ravages 
of the second World War, but they have their origins in the years before. 
Under the impact of the war of 1914, the prosperous 19th century of free 
commercial intercourse and expansion began to fade; with the Great De- 
pression, as one by one the nations left the international gold standard, 
and sought in isolation the remedies for their domestic ills, that era came 
to an end. The last war, with its shifts in the balance of economic power, 
as well as the web of governmental controls necessary in all belligerent 
states, dealt trade a further severe blow. Physical destruction by mass bomb- 
ings can be repaired, but this progressive disruption of trade among na- 
tions that began thirty-five years ago, is a deeper problem. On its solution 
depends the “recovery” of Europe, for in isolation most of the European 
nations would be unable to maintain, let alone improve, their present levels 
of production and living. 

Since the war an important line of attack on the “recovery program” 
for Europe and the world has been the establishment of several interna- 
tional economic organizations, with the task of recreating those conditions 
of freedom and stability which are necessary to trade revival. At Bretton 
Woods, New Hampshire, in the summer of 1944, the United Nations 
Monetary and Financial Conference drew up articles of agreement for the 
International Monetary Fund, and the International Bank for Reconstruc- 
tion and Development. The former is designed to create conditions of 
exchange stability and free interchange of currencies similar to, although 
more flexible than those that existed under the international gold stand- 
ard. The latter, as its title implies, is intended to provide international fi- 
nancial capital in loans to individual member nations for reconstruction and 
for projects of development. 

Almost four years later the Havana Charter was signed, providing, 
when it shall be ratified, for an International Trade Organization to work 
towards the elimination of the multitude of existing restrictions on world 
trade, imposed by commercial policies. In addition, two organizations were 
formed to deal specifically with Europe’s internal reconstruction and trade 
problems: the Organization for European Economic Cooperation, born in 
connection with the Marshall Plan, and the Economic Commission for Eu- 
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rope, a regional agency of the United Nations. This paper will briefly 
describe these organizations in turn, and will discuss their role in the 
achievement of European recovery and the revival of free world trade. 


The International Monetary Fund 


The essential purposes of the International Monetary Fund are two- 
fold: to regulate the exchange rates of member nations by consultation and 
agreement, thus maintaining stability and avoiding unilateral or competi- 
tive action by the individual states, and in addition, to provide a common 
reserve of foreign exchange upon which any member may draw to meet 
foreign currency shortages caused by temporary disequilibria in its pay- 
ments balance. Each member has a quota which must be deposited with 
the Fund, one quarter in gold, or dollars, and the remainder in the mem- 
ber’s own currency. Thereafter the member may draw upon the Fund to 
meet the balance of payments deficits when its own foreign exchange te- 
serves are low, buying the needed foreign currencies from the Fund in ex- 
change for its own currency. This drawing may continue at a yearly rate 
of one quarter of the country’s quota, until the amount of that country’s 
currency held by the Fund increases to double the quota. When the bor- 
rowing nation once again has a surplus in its balance of payments, it is re- 
quired to turn back yearly to the Fund a part of the foreign currencies 
thus received, buying back the excess of its own currency that the Fund 
has been holding. Finally, if the Fund runs dangerously low in its hold- 
ings of any currency, as for example the dollar, or the Swiss franc, it may 
declare it a ‘‘scarce currency” and use its gold reserves to buy a supply of 
that currency, or allow the other nations to impose exchange restrictions 
discriminating aganist that country in order to protect their reserves. 

Thus a currency pool is created to aid any individual nations which 
may suffer from a seasonal or cyclical shortage of foreign exchange. Such 
shortages are expected to be self-correcting, but there is a danger that any 
world-wide trade slump might continue until the Fund’s none-too-ample 
reserves are exhausted. The “‘scarce currency” clause just referred to is the 
only remedy for this, short of devaluation. 


The great bulk of currency transactions by the IMF, from the time 
of its inception to date, has been sales of dollars to Western European 
countries, with France, the Netherlands, and the United Kingdom all heavy 
buyers. A decision was taken by the Fund’s executive board in April, 1948, 
that in view of United States dollar aid, “for the first year of the European 
Recovery Program, Marshall Plan countries should request the purchase of 
United States dollars from the Fund only in exceptional or unforseen cases.” 
This cut overall operations, so that, while in fourteen months before April 
30, 1948, an aggregate of $606 millions of foreign currency was sold, in 
the ensuing seventeen months to the end of September, 1949, the IMF sold 
only $128.6 millions. Part of this latter went to Eastern Europe: $6 mil- 
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lions to Czechoslovakia in the third quarter of 1948, and $3 millions to 
Yugoslavia last September. 

The other and more important function of the IMF is to regulate the 
exchange rates of member nations with a view to maintaining stability. It 
is now realized that the exchange rates of any country are a matter of uni- 
versal concern, since the value of its currency is expressed in terms of the 
currencies of all the other nations with whom it has trade relations. Any 
change in its rates will obviously affect purchases, sales, and prices to some 
degree in all of the other countries concerned. Hence the members are re- 
quired to fix their exchange rates by consultation with the Fund, and 
change them only with its permission.! 

The regulations of the Fund also prohibit use of exchange controls, 
except in special cases to conserve a member's foreign currency reserves. 
Two other practices are opposed by the Fund: the allowance of freely 
fluctuating exchange rates, which make for instability, and the use of a 
system of multiple exchange rates, which tends to undermine the entire 
international rate structure. 

An interesting case in point is offered by the French devaluation of 
the franc on January 25, 1948. The officials of the Fund realized earlier the 
necessity for devaluation, and approved the act. But the French govern- 
ment went one step further and introduced a “free” market for hard cur- 
rencies (the U.S. dollar and the Portugese escudo), wherein exporters might 
sell half of their receipts at a higher price to importers of luxury goods. 
This plan allegedly was intended to encourage dishoarding of gold and dol- 
lars within the country, and allow the franc to find its own level based upon 
supply and demand. It also had the effect of valuing the dollar higher on 
the French market with relation to the pound sterling than did the official 
British rate. This induced traders to buy goods in the sterling area for 
British pounds at the official rate between francs and pounds, and then sell 
them to the United States for dollars, unloading half of their dollars on 
the “free” French market at a better rate. The ultimate effect was to draw 
to France dollars that would otherwise have gone to Britain in exchange for 
British goods. 


This ingenious scheme was immediately rejected by the IMF as con- 
trary to all of the principles enumerated above. The French, however, see- 
ing their national interest at stake, were not to be deterred, and were will- 
ing to risk expulsion from membership in the Fund, as well as a serious 
disruption of Franco-British and Western European amity. As it happened, 
France was not expelled, though she was suspended from drawing on her 
quota for the time being. The IMF undoubtedly lost prestige as a result 
of this affair, and it raises the serious question of whether the Fund agree- 


1 Members may, however, alter their exchange rates by up to 10% without prior 
approval of the Fund. 
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ments would stand up against the pressure of an action which any nation 
might consider in its vital national interest. 

The September devaluation of the pound, followed by devaluations 
of other European and sterling area currencies, highlights once again the 
role and principles of the International Monetary Fund. This British action 
was preceded by the publication of the Fund’s annual British and Conti- 
nental payments problems. However, the action was taken unilaterally by 
Britain, after consultation with American and Canadian authorities, and 
notification to the Fund. Many European countries are critical of Britain 
and of the IMF for the way this was done, and for Britain’s failure to give 
any advance notification to the other countries that were vitally concerned. 
The Fund signally failed on this occasion to assert itself and to plan a si- 
multaneous devaluation which would include the Continental countries, and 
offer a chance to readjust the exchange parities among the nondollar coun- 
tries themselves, instead of obliging the countries of Europe to follow Bri- 
tain’s example without warning. It should be pointed out, however, that 
devaluation plans must be kept secret to avoid flight of capital from the 
country intending to devalue. The probabilities are slight that prolonged 
negotiations amongst a multitude of Continental countries could be held 
with no leakage of information. 

Before it commenced operations in March of 1947, the IMF estab- 
lished official exchange rates by agreement, based upon the existing rates 
of the member states. Some of these rates have been changed since by 
devaluation, many more remain to be adjusted to an “equilibrium” level. In 
the meantime, the Fund agreements permit the employment of exchange 
control devices for a “transitional period” of five years until 1952, after 
which the members still employing exchange controls are required to consult 
with the Fund with a view to removing them. The test for the organization 
and the principles it seeks to apply will come when it tries to remove these 
almost universal restrictions. At best this will be difficult, for such con- 
trols are habit-forming; but in the absense of an adjustment towards equili- 
brium in exchange parities, and lacking a more normal flow of international 
trade, it will be impossible. If the IMF is unable to achieve world-wide 
freedom and convertibility of currencies, it may lower its sights and con- 
centrate on the implementation of convertibility plans within limited areas, 
much along the lines of the Intra-European payments scheme.? 


The International Bank 


The International Bank for Reconstruction and Development, the sec- 
ond product of Bretton Woods, has currently 48 member nations, including 
most of the Marshall Plan countries, and Finland, Poland, Czechoslovakia, 
and Yugoslavia from Eastern Europe. Its primary purpose is to provide, 


2 This idea is brought out by Raymond F. Mikesell in the October '49 issue of 
the Journal of Political Economy, pp. 408-412, 
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either from its own resources or by other means, international investment 
capital for “productive purposes,” including the restoration of war-damaged 
economies and the development of productive facilities in economically 
backward areas. 

The Bank has an authorized capital of $10 billions, of which more than 
$8.3 billions has been subscribed by its members. Of these subscriptions, 
gtaded in size according to the resources of the different nations, 20% is 
callable for lending purposes, while the remaining 80% may be called upon 
only to meet obligations arising from the Bank’s own borrowings or guaran- 
tees. Of the 20% callable subscriptions, 2% is payable in gold or United 
States dollars, and the remaining 18% in the nations’ currencies. The use 
of these funds by the Bank may be restricted by the member nations. Loans 
may be made from the 2% in gold, amounting to about $162 millions, or 
from the 18% in currencies, when unrestricted. The United States has re- 
leased its full 18% currency subscription of $571 millions, and Belgium, 
Canada, and the United Kingdom have released in all the equivalent of 
$12 millions. In addition to these available capital subscriptions, the Bank 
has sold $250 millions of its own bonds publicly in the United States, and 
approximately $4 millions to the Bank for International Settlements at Basle, 
for Swiss francs. These sources, coupled with the sale from its own port- 
folio of $12 millions of Dutch notes, received in connection with loans to 
four Dutch shipping companies, and $16 millions of Belgian government 
bonds, give a total of slightly over one billion dollars available to the Bank 
for lending. 

With this money, the Bank has loaned, up to the end of last Septem- 
ber, a total of $726,600,000. The first and largest loan was made to 
France on May 9, 1947 — $250 millions to buy equipment and supplies 
for a general program of reconstruction. This was followed by three loans 
during August to the Netherlands ($195 millions), Denmark ($40 mil- 
lions), and Luxemburg ($12 millions), for the same general purpose as 
the French loan. The remaining European loans have been the Dutch ship- 
ping company and Belgian loans mentioned above, and, last summer, a $15 
million loan to the Netherlands for reconstruction and modernization of 
industrial plants, as well as one to Finland, the first Eastern European cus- 
tomer: $12.5 millions for reconstruction and modernization of woodwork- 
ing industries, and for electric power and limestone powder production. 

The bank undertakes to make loans for productive purposes only where 
other capital is not available on reasonable terms, and to stimulate private 
lending by means of guarantees. Its charter provides that it shall make 
arrangements ‘to ensure that the proceeds of any loan are used only for 
the purposes for which the loan was granted.”” In accordance with this, the 
Bank exercises close supervision over its loans, both at the time of grant- 
ing, and by requiring regular reports thereafter. It also sends missions, upon 
requests, to make on-the-spot examinations of projects proposed for Bank 
financing, and to provide financial and technical assistance. 
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The International Bank’s relationship with the European Relief Pro- 
gram has been a complementary rather than a competitive one. In January 
1948, Mr. McCloy, then president of the Bank, welcomed the proposed 
program as necessary for European recovery, and “because it will enable 
the Bank to concentrate on the financing of specific productive projects 
and will relieve it from pressure of making loans which are in effect in- 
tended primarily to meet balance of payments deficits.’ 

Elsewhere the World Bank has moved slowly, finding fewer sound 
loan projects than its supporters hoped for. The management has been con- 
servative and cautious, as it has a responsibility both to the member na- 
tions and to its bond holders. Its charter does not empower the Bank to 
make “‘gift loans” for political purposes, but rather directs it to finance 
sound projects that will contribute to the betterment of the borrowing na- 
tion and will enable that nation to repay the loan. 

Mr. Eugene Black, the Bank’s new president, feels that, once the Mar- 
shall Plan is completed in Europe, ‘the Bank can play a major part in 
providing the limited amount of financing necessary in the middle 50's for 
some of the European countries as a part of the final tapering-off process 
in financing of their post-war investment programs.’’* 

Perhaps even more important than direct aid to some of these coun- 
tries, however, will be developmental loans to the dependent countries of 
European colonial powers. By developing improved sources of supply for 
the mother countries, these loans would raise their production, and help 
improve their trade balances. However, in view of its relatively conservative 
nature, as outlined above, the Bank assuredly cannot be looked to in the 
future for political “gift loans” to finance Europe's balance of payments 
deficits. 


The International Trade Organization 


The International Trade Organization is established by the Havana 
Charter and will begin operations when that charter comes into force 
through ratification by 20 of the signatory governments. Structurally, the 
ITO is made up of a Conference of all the members, each with one vote, 
an Executive Board consisting of the representatives of 18 members, on 
which 8 nations of chief economic importance will have permanent seats, 
and a Director General and staff to do the detailed work. The Conference 
will have final authority for the determination of the Organization’s poli- 
cies. When necessary, the Conference may establish special commissions 
to deal with problems arising within the scope of the Charter. 

The Havana Charter, signed without commitment to ratify by 53 na- 
tions on March 24, 1948, is a comprehensive document covering most of 
the problems of commercial relations. Its provisions, many of which are 


3 New York Times, January 16, 1948. 
4 Quoted by Herbert Brathen in the Banker, August, '49, p. 92. 
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minutely detailed, deal with tariffs and subsidies, import and export quotas, 
discrimination, exchange controls, cartels, commodity agreements, anti- 
cyclical stabilization, economic development and international investment, 
and even state trading. The ITO is to administer these provisions, as well 
as to serve as an information center, making studies and publishing reports; 
and it is “‘to encourage and facilitate consultation among Members on all 
matters relating to the provisions of this charter” (Art. 72, 1, b). 

In keeping with the aims of American foreign economic policy, one 
of the principal features of the ITO Charter is its treatment of preferences 
and discrimination in the commercial policies of the member nations. The 
Charter (Articles 16 and 17) is aimed to prevent the establishment of new 
preference spheres, and gradually to eliminate existing ones. On the other 
hand, it encourages the formation of customs unions and free trade areas, 
and allows preferential tariff reductions between two or more nations, when 
included in a plan for the formation of a customs union or free trade area 
“within a reasonable length of time.’ 

The attempted reduction of intra-European trade barriers, so urged by 
the United States, would appear to be in contradiction to this philosophy 
of non-discrimination expressed in the Charter.6 The angel of “broader 
markets” and “integration,” viewed with a different set of principles be-. 
comes the demon of discrimination. Nevertheless, the ITO Charter is a 
flexible instrument, and among its numerous exceptions permission may be 
found for almost anything. Article 15, in particular, allows preferential 
agreements for “economic development and reconstruction,” although these 
are intended to be temporary. These issues are to be adjudicated by the 
International Trade Organization. - 


In view of the flexibility and loopholes in the Havana Charter, its 
success or failure will depend mostly on the Organization that is to carry 
it out. The degree of cooperation that is attained within the ITO will be 
far more important than the force of individual provisions in the Charter. 


The Bank, the Fund, and the ITO are all world organizations con- 
cerned neither exclusively nor primarily with Europe alone. They provide 
a framework for economic cooperation in their respective fields of inter- 
national investment, monetary exchange, and trade — important to the coun- 
tries of Europe in their mutual relations, but even more so in their inter- 
course with the other areas of the world. To cope with the continental 
phase of Europe’s economic and financial problem, the Organization for 
European Economic Cooperation (OEEC) and the Economic Commission 
for Europe (ECE) have been established, the first embracing Western 
Europe, the other Europe as a whole. 


5 Article 44. 


6 Although a number of customs unions are being discussed or established on 
the Continent, such an ideal arrangement as a customs union or free trade area of 
Western Europe as a whole is not yet in sight. 
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The Organization for European Economic Cooperation 


The OEEC was created April 16, 1948 at Paris by the ministers of 
the sixteen Marshall Plan nations and the Governors of Bizonia, following 
upon: a general report adopted by the Committee of European Economic 
Cooperation (which temporary body it replaced). It consists of a Council 
of ministers of all the members, which meets intermittently to shape policy, 
an executive committee of members from seven of the nations in rotation, 
and a permanent staff under the direction of a Secretary-General. The 
most immediate task of the Organization was the preparation of a program 
for the allocation of Marshall Plan aid for the fiscal year 1948-49 amongst 
the receiving nations. This plan was released on the 16th of October, 1948. 
Thereafter attention was focused on a four year program “designed to show 
how the participating countries, individually and as a group, expect to at- 
tain in 1952-53 satisfactory levels of production and standards of living, 
without extraordinary outside assistance.’ For this, each participating 
nation was requested to submit plans for its own recovery by 1952. At the 
end of December, 1948, after the separate plans were received, an Interim 
Report on the European Recovery Program was released. Meanwhile work 
on the second fiscal year (’49-'50) went on within the framework of the 
long-term plan. The allocaticns for this year were finally agreed upon, 
after some dispute, at the end of last August. 


Beyond its immediate task to “ensure the success of the European 
Recovery Programme” the aim of the Organization is stated in its articles 
of agreement to be “. . . the achievement of a sound European economy 
through the economic cooperation of its members.’’ The scope and duty 
of the OEEC thus goes well beyond the mere allocation of Marshall aid, 
and there is no provision for the termination of the organiaztion with the 
ending of ERP. Indeed, there has been substantial American pressure, as 
well as tentative Continental groping, towards the greater economic unifica- 
tion of Europe through the medium of OEEC. Because of this, it is un- 
fortunate that at its inception Greece and Turkey were included as mem- 
ber nations. These two are not within any conceivable European economic 
unit, nor are their problems and interests the same as those of the Western 
European nations. 

In this second more crucial task of achieving economic cooperation, 
progress has been slow. The submission of national four-year plans by the 
member nations, and the preparation of the Interim Report last year are 
steps in the right direction, but the Report itself expresses disappointment 
that the separate plans propose no increase in intra-European trade over 
1938, and admits that “in certain important respects the programs are not 
yet mutually consistent.” It adds that “the next stage of the work is that 


7 Third Report to Congress (ECA) for the quarter ended December 31, 1948, 
p. 22. 
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the governments of the participating countries shall reconsider, in the light 
of this Report, their programs and policies.” 

Beyond its allocation and planning work, the OEEC has played a large 
role in setting up and supervising the Intra-European Payments Scheme 
(signed October 16, 1948), and has encouraged negotiations towards the 
establishment of customs unions among groups of its members, notably the 
Benelux group, France and Italy, and the Scandinavian nations. It has also 
tried to stimulate travel and tourism in Europe through the European Travel 
Commission, and has promoted integration of specific segments of European 
economies, such as the reciprocal supply of electric power between Switzer- 
land and France, and utilization of French surplus refining capacity to 
process crude oil for the United Kingdom. 

On October 31, 1949, Mr. Paul Hoffman, ECA Administrator, spoke 
at the Council of the OEEC requesting the ministers to “. . . have ready 
early in 1950 a record of accomplishment and a program which together 
will take Europe well along the road toward economic integration.’’® It 
could be inferred from his speech that this might be the price of continued 
American aid. If the OEEC is thus used to bring about a substantial degree 
of economic integration among its members, it will symbolize a great step 
forward in economic statesmanship that will not only benefit those nations, 
but may show the way towards formation elsewhere in the world of similar 
productive economic groupings. 


The Economic Commission for Europe 


All the organizations thus far discussed are to a degree limited, at 
least in the real range of their effectiveness, by the non participation of 
Russia. In particular the OEEC, related as it is with the Marshall Plan, 
has no members from Eastern Europe, and consequently, it is powerless 
to effect any economic cooperation for Europe as a whole. The last organi- 
zation to be considered here, the Economic Commission for Europe, has as 
members, the U.S.A., Russia, and all of the nations of Europe except Spain. 

The ECE was set up March 28, 1947 in a resolution approved un- 
animously by the Economic and Social Council as the first regional agency 
of the United Nations. It is temporary, and its work is to be reviewed by 
the Economic and Social Council in 1951 to decide whether or not it should 
be continued. 

The ECE, in 1947, took over the activities of three emergency or- 
ganizations already attempting to alleviate the disturbance of Europe’s eco- 
nomic life wrought by the War. These were the European Central Inland 
Transport Organization, the European Coal Organization, and the Emer- 
gency Economic Committee for Europe, which dealt with immediate post- 
war shortags of timber, food, fertilizers, electrict power, and housing. The 
main work of ECE is carried out by committees, of which there are now 


8 New York Times, November 1, 1949. 











- 2 =e oo et 


ance Oe 2h @&8: 22 @80¢ 2 2b Aes 8 Ff CG > 


— nmi 6k | |o 








Economic Organization 65 


eight, in the fields of coal, electric power, industry and materials, inland 
transport, steel, timber, trade, and agriculture. The last two were added 
in May, 1949. These committees in turn generate sub-committees and work- 
ing parties to deal with specific problems within their fields, such as a 
working party to study the shortage of pitwood in coal mines, and to recom- 
mend how the available supply might best be allocated. 

The Economic Commission for Europe may take no action in respect 
to any country without the latter's agreement. It is primarily a technical 
study group, and it has published some excellent reports on the European 
economic situation. The Commission is empowered only “to make recom- 
mendations on any matter within its competence directly to its member 
governments.” Its weight as an organization is less than that of any of 
the other four already discussed. The IMF and the World Bank both have 
the force of money behind them: if a member refuses to cooperate, it may 
incur some immediate loss. The ITO, when it comes into operation, and 
also the IMF, have behind them the authority of charters, signed by the 
members, with specific binding obligations. Behind the OEEC stands all 
the pressure of United States Marshall aid, the withdrawal of which might 
be disastrous for the receiving countries. In the short run, at least, OEEC 
is, likely to show the greatest achievement. 

However, none of these organizations can be expected to undo the 
damage of the past: three decades immediately. They provide excellent and 
non-partisan staffs for the study of problems in their respective spheres, and 
permanent forums for international discussion of these problems. But ulti- 
mate solution depends on cooperative action through them by their member 
nations. 








NOTES ON THE INTERNATIONAL SCENE 


THE AMPUTATION OF JERUSALEM 


The plan of the UN Palestine Conciliation Commission may thus be 
summarized briefly: 


Administratively, Jerusalem would be divided into an Israeli and an 
Arab zone, each under its own responsible municipal authority. It is pro- 
posed to delegate to these authorities all matters except those reserved in 
the plan to the UN. These reserved powers are: the right “to admit immi- 
grants in such numbers as to upset the present demographic balance’’; the 
power “to convert their police (limited to 500) into a para-military organi- 
zation”; and the right “to supervise access to the Holy Places.’ These 
matters are to be the charge of a UN Commissioner appointed by the 
Assembly and making annual reports to it. He may enroll guards to protect 
the Holy Places and his own security at the UN’s expense. He is to be 
assisted by a General Council of 14, of whom 10 are to be selected by 
the Zonal authorities and four by himself. The judiciary is to be international, 
elected by the UN in the manner of the International Court of Justice. 

This instrument, therefore, provides for an international regime which 
would supervise not only the Holy” Places, but also a good many of the 
secular and political interests of the people residing in Jerusalem. The plan 
does not consult their interests; it ignores them. 

To contrast the theoretical blueprint of the commission with the 
realities of life in Jerusalem itself is to conclude that if the UN wishes to 
safeguard the Holy Places, it should do that directely, and do that only. To 
go beyond is to venture into the realm of futility and failure. 

The proposed draft should be evaluated in regard to the possibility 
of the UN's being able to carry it through, its military feasibility, morality, 
and necessity. 

1. Past experience of the UN should deter it from an undertaking 
beyond its competence and capacity. It is no disrespect to the UN to suggest 
that that organization is not equipped at this time to impose upon an 
unwilling people a superstructure of government which abridges the rights 
of the people concerned and which violates the Charter of the UN. 

2. The suggestion that the New City, with a population of 100,000 
Jews, surrounded on three sides by Arab forces, be rendered defenseless, is 
totally unrealistic. This was amply proved in the recent conflict, when 
these people were cut off for weeks from food, water, and medical supplies, 
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let alone arms with which to defend themselves. In such circumstances, it. is 
inconceivable that the people would agree to divest themselves of military 
forces, essential to life itself, or to agree relaxation of the national govern- 
ment’s authority and to a consigning of the city to limbo. 

3. Under the proposed draft, the people of Jerusalem would be denied 
self-determination. Decisive powers would be vested in external agencies 
outside their control. The people euphemistically are referred to as ‘“resi- 
dents.”” Apparently they are citizens of no state. They are to bear allegiance 
to international authority. In short, they are to be stateless. They were state- 
less in Europe also. The establishment of the State of Israel and the sub- 
sequent defense of Jerusalem had made it possible to assert their nationality. 
This UN decision would deny them their newly won right, rendering them 
stateless again. Yet, in actuality, as admitted by the Commission, the Jews 
of Jerusalem are Israelis. They obey Israeli laws and pay Israeli taxes. 
Their slowly reviving economy is sustained by the State of Israel, which 
provides from its own resources all the necessary social services of the New 
City — health, education, water supply, and social welfare. 

What is worse is the strait jacket on Jewish immigration to Jerusalem. 
Article 5 states: ““The responsible authorities shall take no steps in matters 
of immigration which might alter the present demographic equilibrium . . .” 
This in itself is an evil prescription, reviving bitter memories of the Palestine 
Mandate and the White Paper of °39, and partially cancelling the raison 
d’etre of the new state— which is growth. 

Three religions hold Jerusalem sacred. For the Jewish people, the city 
holds in addition cultural and national associations. It is the center of their 
national history. It was the capital of the First and Second Jewish Common- 
wealths. For 2000 years it was not merely a city of a revered past: it was 
the promise of a glowing future. To sever Jerusalem from the Jewish people 
is to do violence to Jewish history and offend the sensibilities ot every 
Jew in Israel. 

4. Most important of all, the scheme for internationalization is 
unnecessary. Jerusalem is two cities: the Old, with a population of 40,000 
Arabs and a minority of Jews and Christians, and the New, which is 
completely Jewish. All the Holy Places are within the Old City. Historically, 
there have been many periods when these sites were under international 
jurisdiction or indirct control. Jordan, who now controls them, does not 
object to such an arrangement today. Likewise, the Government of Israel 
has acquiesced to “the fullest international safeguards and controls for their 
(the Holy Places’) immunity and protection.” 

All will agree that the fundamental need is for an international regime 
to safeguard the Holy Places. But need the life of an entire city of 300,000 
be needlessly sacrificed to the achievement of this goal? 

In view of these facts, Mr. Aubrey Eban, Israeli representative to the 
UN, proposed that the General Assembly limit the commitment of the UN 
to the safeguarding of Holy Places and that it initiate such formal agree- 
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ments as may be necessary between the UN and the interested states for 
their implementation. 
The only practical and realistic solution can be outlined as follows: 
1) A UN Commission, composed of representatives of all faiths, to 
control access to the Holy Places. 


2) The New section of Jerusalem to become part of Israel. 
3) The Old Walled City to become part of Jordan. 


A solution along these lines might have avoided the embarrassment 
now experienced by all parties concerned, for it would rest on the consent 
of the parties involved, thereby obviating the need for enforcement; it 
would terminate the already too-long period of potential conflict; it would 
be financially and administratively feasible; and it would simultaneously 
satisfy the interests of the great world religions and of the people of 
Jerusalem. 


ZEV KOGAN 
School of International Affairs 
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FRANCE, DE GAULLE AND THE ATLANTIC PACT 


The signing of the North Atlantic Defense Pact on April 4, 1949 
by twelve nations can be interpreted as the culmination of a trend for 
individual political, economic, and military security by nations who feel 
menaced because of the aims and hostile actions attributed to any aggressor. 
The Atlantic Pact has become the instrument with which the Western 
statesmen expect to deter any aggressor. Whether or not the North Atlantic 
Pact is the logical and appropriate solution has been discussed vehemently 
in all European countries. The advisability of the Pact is even more strongly 
debated in France, where one finds a large segment of the population wary 
of accepting the ramifications and commitments which will now have to be 
shouldered by the French people as a result of ratification. 

In viewing the unstable French political scene, it becomes necessary to 
consider the possibility of a de Gaulle victory at the polls in any French 
election. Such a consideration is not without foundation, and de Gaulle’s 
attitude toward the North Atlantic Pact should be carefully analyzed. The 
Rassemblement du Peuple Francais (RPF) has been gaining tremendous 
political prestige and power since its inception, so that today it can be 
considered as one of the largest political parties, if not the largest, in France. 
On March 29, 1949, speaking at a cantonal election rally, Charles de Gaulle 
moderately praised the North Atlantic Pact. The Pact is construed by him 
as “‘an important manifestation of intentions.’ However, he asked of the 
French people that he be allowed to reserve for later more definite com- 
ments. In order to rightly judge the Pact, he would have to see how it 
would be implemented through armament commitments from the United 
States. As late as November 1949, the General still objected to the Pact on 
the basis that it did not adequately guarantee French security. The crux of 
the question, de Gaulle feels, is how far immediate military aid to France 
can be incorporated into any strategical plan for the defense of Europe and 
particularly of France. He does not doubt the eventual victory of the demo- 
cratic forces in a third world war, if it unhappily came about. However, 
he categorically states that “there would not be many Frenchmen !efi to 
profit by it.” 

M. de Gaulle is somewhat skeptical of the North Atlantic Pact. He is 
of the opinion that France and the European nations must be given sub- 
stantial military aid without delay. De Gaulle asserts that France must be 
sure that defensive measures can be erected immediately in case of aggression. 
As a further stipulation de Gaulle desires to know when France will receive 
arms and under what conditions the United States will aid her if attacked. 
Throughout his speeches M. de Gaulle claims to be considering the practical 
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application of the North Atlantic Pact. But he can see none unless France 
receives adequate American political and military commitments. Uppermost 
in the French mind today is the principal fear of another foreign occupation. 
To the French this can be avoided by proper security; and proper security, 
to all Frenchmen, means a guarantee from invasion. In advising the French 
people to wait and see, de Gaulle seems to be warning the Government that 
his party will not completely favor the Pact unless the country is assured 
of American guarantees. Furthermore, the confining of the Pact only to 
certain nations appears to de Gaulle as an impediment to its future 
enlargement. 

Raymond Aron, a writer for Le Figaro, an independent rightist news- 
paper, published in Liberté de l’Esprit, a very scholarly answer 10 the noted 
academician, Etienne Gilson, whose article appeared in Le Monde. M. Gilson, 
one of the intellectuals opposed to the Atlantic Pact, would like France to 
pursue a policy of neutrality. At the same time, he feels that France should 
act as a bridge in order to lessen the antagonism of the two giants — America 
and the Soviet Union. Security under the Pact, he stated, is only an illusory 
protection which fades as it is carefully analyzed. The ideas expressed by 
M. Aron follow the same line of reasoning as the RPF. He said that in any 
pto or con argument on the Atlantic Pact, “in the degree that it sets Com- 
munists and anti-Communists in conflict, is inevitably as sterile as any other 
discussion between men who do not speak the same language.’ The 
Communists are not against the Pact as much as they are against the “entire 
system of diplomacy’ ‘which emphasizes cooperation between Western 
Europe and the United States. Numerous anti-Communists, he feels, have a 
tendency to agree with the Pact merely because the Communists have 
condemned it. He maintains that the present struggle is not between the 
“will to power, of the two imperialisms” but between all the free peoples 
of Western Europe who are threatened by aggression. M. Aron goes on to 
say that the “defeat of the Western democracies” ultimately would mean 
the enslavement of the European continent. 

The countries of Europe, for this reason, must face reality. One country 
who faced this reality was Norway. She adhered to the North Atlantic Pact 
when it became obvious that her ties were stronger with the West. In 
answering M. Gilson’s arguments, M. Aron shows how France today is 
placed in the same position that Belgium found herself in 1914 and 1939. 
Therefore he feels that it is absurd to accuse the United States “of buying 
our blood with dollars.” When Belgium was in France’s present position 
were we, the French, ‘not buying our security with Belgian blood?” The 
feeling at that time was that France was forestalling an invasion and in- 
creasing the contingency for peace. Additional RPF critics point out that 
these methods of security practiced prior to the two world wars in no way 
aided the peaceful solution of any of the many international frictions but 
actually augmented many misunderstandings. Neutrality or even armed 
neutrality, as a policy for France, is discarded as a dream and a refusal on 
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the part “of the escapist mentality that marks a large section of the Western 
intelligentsia,” to face reality. The idea of supporting a system “halfway 
between Sovietism and American capitalism” is discarded because the nation 
cannot to any degree of cohesiveness maintain a policy of political or strategic 
neutrality. The principal weakness of the Pact, according to the de Gaullist’s, 
is the lack and delay of definite provisions for immediate security of Europe 
and France. 

In essence the North Atlantic Defense Pact would be acceptable to 
the RPF if the United States would be more specific on its European com- 
mitments. The de Gaullists to all outward appearances seem reluctant to 
commit themselves until the United States Senate can assure European 
nations that the United States is willing to face reality and support Europe 
with adequate and immediate military aid if any of the signatories are 
attacked by the Soviet Union. 


PETER F. BRESCIA 
School of International Affairs 
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STRASBOURG BALANCE SHEET 


In May of 1948, the Western European nations met as the “Congress 
of Europe” at The Hague under the auspices of a voluntary European or- 
ganization called the “European Movement.” This organization combines 
the efforts of several national groups striving for European union. This 
distinguished gathering of leading European statesmen decided that “the 
process of economic integration, if it was to bear any substantial fruits, must 
be accompanied step by step with a parallel policy of closer political 
union.” This aim was officially recognized by the formation of the ‘Council 
of Europe’ approximately one year later. 


From August 8 to September 8, 1949 the “parliament” of this body, 
the Consultative Assembly, met in Strasbourg, France, attended by all ten 
of its member nations represented by outstanding national leaders. In 
November the “executive” organ, the Committee of Ministers, made up of 
the Foreign Ministers of each member nation, met in Paris to consider the 
recommendations placed before it by the Assembly. Thus for the first time 
in the history of Europe a united effort has been made to lay the foundation 
for future unity through direct parliamentary efforts. A basis for judging 
the progress of this movement for European union can be formed by a 
consideration of the more important of the Assembly's recommendations 
and the action taken upon them. 

The first group of recommendations to the Committee of Ministers 
dealt with proposed amendments to the ‘‘Statute of the Council of Europe,” 
the constitutional organ of that body. The Committee decided that the 
Statute should not be amended as is expressed by the following decisions. 


1) In passing upon the admission of new members to the Assembly, 
it was decided that majority approval by that body was not necessary and 
the decision of the Committee of Ministers should be final. It was believed 
that allowing the Assembly to exercise this power would be “handing the 
foreign affairs of a country to an assembly of individuals” as was stated 
by one of the members, the Foreign Minister of Great Britain. 


2) The Assembly could decide upon its own agenda so long as the 
subjects for discussion fell within the scope of the Council of Europe as 
defined in the Statute. This could allow a large measure of free discussion 
in “economic, social, cultural, legal, and administrative matters,’ defined as 


1 The representation was apportioned among the member nations as follows: 
Great Britain, France, Italy (18 each); Belgium, Netherlands, Sweden (6 each) ; 
Ireland, Norway, Denmark (4 each); Luxembourg (3). 
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within the scope of the Council in the Statute,? but in reality ultimate control 
still rests with the Committee of Ministers. A proviso in Chapter I of the 
Statute stating that, ‘Participation in the Council of Europe shall not affect 
the collaboration of its Members in the work of the United Nations and 
of other international organizations or unions to which they are parties,’ 
makes this control potentially very great. 

3) The important question of the representative character of the 
Assembly was left to further examination between Governments with the 
proviso that when proposals had been worked out, the views of the Standing 
Committee of the Assembly should be sought. Thus any preliminary con- 
sideration of the complex problem of making the Assembly a truer expression 
of European opinion was sidetracked. 

4) So that the Assembly could begin developing an administrative 
organization of its own under its own investigatory committees, it was 
recommended that a second Deputy Secretary-General for the Assembly be 
appointed (at present the Secretary-General and Deputy Secretary-General 
are responsible to the Committee of Ministers).* This was approved, calling 
the new position, ‘‘Chief of Administrative Services.” 

The question of the admission of Western Germany and the Saar “as 
soon as possible” was agreed upon. Subsequent meetings of the Foreign 
Ministers of Great Britain, France and the United States have shed light 
on what ‘‘as soon as possible’’ means. 

Next followed a comprehensive group of economic proposals dealing 
with such crucial matters as convertibility of currencies, coordination of 
credit policy, intra-European trade, economic union, rational development of 
productive capacities, including foreign investment, control of international 
cartels, and finally, an economic conference to consider the above suggestions 
in their entirety. These were referred to the OEEC for “relevant information.” 
The Committe of Ministers expressed itself “most anxious to avoid duplica- 
tion of work and resultant waste of resources and manpower.” The 
Strasbourg Assembly had expressed concern over the limited powers and 
scope of the OEEC, but the attempt to rectify that situation appears frus- 
trated for the present at least. Likewise, the suggestion that the Council of 
Europe should appoint a delegation to negotiate treaty changes that would 
be required in the event of the Assembly’s scheme for an economic union 
of Europe and her associated overseas territories based on trade and tariff 
preferences being established, was postponed until the OEEC reported. 

In the field of social security, the action by the Committee of Ministers 
took a slightly more tangible form. On the recommendation of the Assembly 
the Committee agreed to seek ratification among the Members of the Inter- 


2 “Statue of the Council of Europe, May 5, 1949,” in International Organiza- 
tion, August 1949, p. 583. 

3 ibid. 

4 ibid. Article 37. 
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national Labor Conference Convention, adopted July 1, 1949 granting 
immigrant workers equal rights with domestic workers under national social 
legislation. Other important social security problems and the eventual 
signing of a general convention for all Europe were referred for further 
consideration to the Member Governments and the Secretary-General. It is 
significant to note that the Five Powers of the Brussels Pact have already 
signed an agreement governing reciprocal arrangements for social security 
and medical assistance. 

Omitting discussion of recommendations referring to cultural matters, 
human rights, the creation of a European Patents Office, and passports, on 
which no positive action was taken, it is readily apparent that the per- 
formance to date is far from brilliant. However, a more optimistic portent 
of future trends can be found by looking to Strasbourg itself. The debates 
showed a remarkable absence of excessive oratory; they were carefully 
delineated, cogent and marked by a definite cognizance on the part of the 
delegates that action was essential and time of the essence. Participants often 
spoke as Europeans, there being many instances of national divisions on 
important questions. One was surprised to hear Strasbourg casually referred 
to as the “Capital.” 

Assuredly, all such indications are of little significance if not supported 
by constructive legislative or cooperative action in practical matters. But 
neither are they superficial, as the concept of European union is no longer 
a hollow slogan among the peoples of Europe. It is “in style’ today to base 
all progress toward European union on the communist threat, but Europeans 
want something more than mere opposition to an external threat. The 
machinery of the Council of Europe provides a means of voicing this desire 
for a better Europe than is offered by purely national divisions. 


RICHARD C. ROWSON 
School of International Affairs 
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THE YOUTH FESTIVAL IN BUDAPEST 


In August 1949, the biennial World Youth Festival, sponsored by the 
International Union of Students and the World Federation of Democratic 
Youth, was held in Budapest. For two weeks, 11,000 young people from 
more than 60 countries, colonies and dependencies gathered behind the 
Iron Curtain to manifest what the Cominform Information organ described 
as ‘the sweeping growth of the progressive youth forces of the world.” 

The Festival presented graphic evidence of the degree to which “‘bi- 
polarization” has affected the realm of youth organizations, and also of the 
effectiveness of totalitarian mass manipulation techniques. 

In 1945, both the International Union of Students and the World 
Federation of Democratic Youth embraced a large number of genuinely 
representative Western youth and student organizations. Since both also 
contained strong Soviet and Soviet satellite groups, it was originallly hoped 
that they might prove of value in bridging the ideological gap separating 
the Soviet and the non-Soviet worlds. By 1947, however, these hopes largely 
had been frustrated. The leadership of both organizations had been seized 
by Communist representatives, and they came to serve chiefly as instruments 
for directing Soviet propaganda toward the West via indigenous youth and 
student groups. In developments roughly paralleling those in the World 
Federation of Trade Unions, Western non-Communist student organiza- 
tions severed connections with the parent organizations. By 1949, the only 
representative national student organization in the West retaining its official 
membership was the British National Union of Students. 

The festival in which an American delegation of 200 participated, 
demonstrated how the totalitarian state can utilize “non-political” techniques 
for political ends. While the political value of the gathering lay in its 
multi-national homage to the current Soviet “peace offensive,” this purpose 
was skillfully woven into a fabric of continuous sports events, cultural 
exhibitions and performances, Danubian boat trips and street dancing. 

The ideological use of the sports events is apparent from a statement 
by the leader of the Hungarian sports organization, made prior to the 
Festival: 


We hope that their results . . . will help to strengthen the unity of world 
youth and peace. And I am sure that the Hungarian competitors will learn 
much from their meeting with the Soviet sportsmen. Our boys will meet the real 
type of Socialist men . . . and this will be a great gain for Hungarian sport.2 


1 For a Lasting Peace, For a People’s Democracy, August 1, 1949, p. 1. 

2 From the Festival official journal, 15 August. From official Festival news 
releases, the author is unable to discover any contest or programme participated in by 
a Soviet sport, musical or cultural group, where that group did not win first prize. 
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The interweaving of propaganda and art can be described by the 
official account of a program of Hungarian folk songs and dances presented 
by the Central Artistic Group of the Hungarian Army: 


The youth, crowded in the huge theater, jumped from their seats acclaiming 
the great leader of peace-loving mankind, Stalin. . . 


Although the Soviet and Soviet-satellite delegations prepared elaborate 
exhibitions to show the peaceful intentions and accomplishments of ‘‘Social- 
ism,” they refrained from direct attacks upon the “aggressive” policies of 
the Western “imperialist” states. This task was exclusively left to delegations 
from colonial areas and the Western democracies. 

This task of condemnation lay chiefly in the hands of the U. S. 
delegation. Composed predominantly of Communists or “fellow-travelers,” 
the U. S. group vigorously engaged in political activities which were widely 
publicized. In its cultural performance, in its official exhibit and in speeches 
and resolutions given out in its name, the ideological stand of the group 
was unequivocally Soviet-oriented. An excerpt from a typical “policy speech” 
delivered by its chairman bears this out: 


There are two Americas; one of them belongs to a few thousand industrial- 
ists and bankers, while the other belongs to the working millions. One of them 
is aggressive and oppressive, enemy of peace and progress, while the America of 
the working millions wants peace and a happy prosperity free of unemployment.3 


The official exhibition prepared by the leadership of the delegation 
amplified this thesis, and attempted to show the strength of the “pro- 
gressive youth” in the United States, as well as its persecution. The exhibit, 
featuring a mural depicting the Statue of Liberty behind bars, showed a 
Negro being lynched by a Ku Klux Klan judge. It showed the persecution 
of American “progressives,” the ‘‘growing economic crisis’ where already 
approximately 16,500,000 Americans were totally or partially unemployed. 
The impact of this grave situation was described in a program leaflet 
distributed at the U. S. cultural performance: 


. . . The greater part of our young people have no jobs at all, and walk 
the streets in search of employment . . . To the ever-louder demand of our youth 
for jobs, all Wall Street can answer is ‘Join the Army.’ 


The dialectical difficulties encountered by the Soviet Union in nurtur- 
ing its “peace’’ campaign in Budapest, while simultaneously engaged in 
every-day Balkan Gleich-schaltung, presented a curious but amusing diversion 
to some observers present. At the height of the “peace” Festival, three Soviet 
armored divisions rolled into Southern Hungary, to mass on the Jugoslav 
border. As Festival delegates paraded through the streets with banners, songs 
and chants eulogizing Soviet peace, Budapest housewives staged a “run” on 


3 Stated on 22 August at a meeting between the U. S. and Greek “democratic 
youth” delegations. 
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city shops, buying up such commodities as sugar, matches and salt, which 
hard experience had taught them to be in short supply during wartime. 

Such incongruities, however, should not conceal the political importance 
of the Festival. As direct propaganda, it must be minimized since little 
publicity was given it in the Western press. Its long-range results, however, 
will probably be great. The building of ‘international solidarity” among 
Communist and quasi-Communist youth leaders undoubtedly was greatly 
facilitated by personal contact with all phases of the world movement, while 
for delegations from Communism’s more beleaguered fronts, South America, 
the colonial areas and the United States, a two week sojourn in Budapest 
served to rejuvenate flagging spirits. 


PAUL SEABURY 
Instructor in Government, 


Columbia College 
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HISTORICAL PRINCIPLES OF AMERICAN 
FOREIGN POLICY 


It has been charged that the United States is confused today over 
foreign affairs because she has never had a clear-cut foreign policy. Nothing 
can be farther from the truth. The United States has adhered in the past 
to three main principles: non-entanglement in European affairs, non-inter- 
vention by Europe in either of the Americas, and close involvement in 
the Far East. 

Beginning with 1689, the British colonies in America were involved 
in four European wars. These were the War of English Succession, of 
Spanish Succession, of Austrian Succession, and the Seven Years’ War. 
Their counterparts in America were King William’s War, Queen Anne's, 
King George's, and the French and Indian War. Thus, very early in their 
existence, Americans were involved in wars not of their own making, over 
questions of no concern to them. They bitterly resented this and it influenced 
their attitude toward Europe from the first days of the Republic. 

Although the colonists gained their freedom and liberal peace terms 
because of England’s troubles on the continent, they strongly distrusted 
European politics. The Aranjuez Agreement between France and Spain 
over Gibraltar showed that they had good grounds for this feeling. However, 
it was recognized from the first that America needed European trade in 
order to prosper, and thus the policy of isolation never included abstention 
from trade with Europe. Yet it was clearly realized that in order to survive 
as a nation, America must keep out of Europe's wars. And the only way 
to do was to keep out of Europe’s politics; hence, no alliances. America, 
however, has close ties of language, custom, and law with Great Britain 
and has maintained her interest in British affairs. These ties were strongly 
felt during World War I, and when it seemed that the Allies might not 
win, the United States entered the War. Wilson’s unsuccessful attempt to 
end United States isolation followed. With the League’s rejection, the 
country returned again to its policy of non-entanglement in European 
affairs, occasionally emerging to take part in a disarmament conference. 
World War II brought a drastic change in attitude toward Europe. Now, 
many feel that if America is to survive, she must take a leading role in 
world affairs. 

** * * 


The United States has strongly objected to any intervention in either 
of the Americas by a European power. The first task, however, was to rid 
this continent of European colonies, and hence European influence. This 
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was achieved through the purchase of Louisiana, the acquisition of the 
Floridas, the war with Mexico, the Gadsden Purchase, the purchase of 
Alaska, and the settlement of the various boundary disputes with England 
and Russia. 

In 1823 Monroe’s Message to Congress expressed American objections 
to any further colonization or attempt by European nations to extend their 
own system of government to this hemisphere. As is well known, his 
declaration was received by the Powers with annoyance and contempt. Yet 
it has come to be a cornerstone of American policy. We referred to it in 
the Oregon dispute with Great Britain in 1845. In 1850 these two nations 
signed the Clayton-Bulwer Treaty, which marked the beginning of British 
withdrawal from Latin-America. When Spain annexed Santo Domingo, at 
the latter's request, we protested in the name of the Monroe Doctrine, but 
were ignored. Remembering this, our protest in 1866 to France over 
Napoleon's Mexican venture made no mention of it by name. 

In 1895 the United States protested the British seizure of the customs 
house at Corinto, Nicaragua, as a violation cf the Monroe Doctrine. In 1904 
the Roosevelt Corollary to the Doctrine was announced. It justified (to the 
United States) her intervention in Latin-American affairs to keep order. 
It was the beginning of United States policy of armed intervention, which 
lasted until 1929. Then, in his inaugural address, President Hoover stated 
that this country had no desire for territorial expansion or economic domina- 
tion of other peoples. In 1930 the Clark Memo repudiated the Roosevelt 
Corollary, and in 1932 withdrawal of United States forces began. In 1933 
it was proclaimed that official policy now apposed any armed intervention 
by this country in Latin-America. The Act of Havana in 1940 permitted 
the joint administration by the American republics of any territory in this 
hemisphere belonging to European powers which was in danger of falling 
into unfriendly hands. And in 1945, the Chapultepec Conference made all 
the American republics co-guardians of the Monroe Doctrine, even against 
an American aggressor. 

* * * 


From its earliest days, this country has been involved in and fascinated 
by the Far East. American traders sailed their ships to the Pacific coast to 
obtain furs from the Indians, and then sailed on to trade with China. During 
the 1830’s and ’40’s trade expanded, and it reached its peak in the 1850's. 

Despite attempts in the early 1830's to establish formal diplomatic 
relations with Eastern countries, it was not until 1844 that a treaty with 
China was signed, By the Treaty of Wanghia, America secured privileges 
similar to those the British had obtained. While America was not interested 
in the military conquest of China, she did desire equal trading rights with 
other nations and cooperated with European Powers in the maintenance of 
trade privileges. She insisted on the Most-Favored-Nation Clause in all 
treaties. 
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After China’s defeat by Japan in 1895, the European Powers extorted 
great leaseholds and spheres of influence. This alarmed the United States, 
as she feared that trade restrictions would be invoked against her in these 
areas. Therefore, in 1899 the Open Door Policy was proclaimed. It insisted 
on equal commercial opportunity in China for all of the Powers. America 
asked them to agree that there would be no trade discrimination in the 
several spheres of influence. There was a singular lack of enthusiasm in 
their replies, but this country announced that the Powers had assented. 

After the suppression of the Boxer Rebellion in 1900 the United 
States declared that China’s territorial integrity should be preserved and 
that there should be commercial equality in all parts of the Chinese Empire. 
This was announced as our official policy. Assent to it was not requested. 

In 1905, after the Russo-Japanese War, the United States felt that 
Japan would oppose the Open Door Policy if she became strong enough. 
Therefore, Roosevelt backed Russia at the peace settlement, and Japan had 
to forego some of her demands. This strained American-Japanese relations. 
However, our recognition of Japanese rights in Korea eased matters some- 
what. And in 1908 the Root-Takahira Agreement was signed. It bound both 
countries to maintain the status guo in the Pacific, respect each other's 
territorial possessions there, uphold the Open Door in China, and support 
that country’s independence and territorial integrity. 

In 1915 Japan presented China with the notorious Twenty-one De- 
mands, which would have made that country subservient to her. The main 
Powers could take no effective action, as they were engaged in a bitter 
struggle in Europe. Only the United States could do so, and thus it was 
that American opposition forced Japan to modify her demands. 

Japan’s actions during the Siberian expedition revived suspicions as to 
her intentions, and the actions of the United States in bringing about the 
Four Power Consortium were rightly interpreted by Japan as an American 
attempt to stop her economic penetration into China. At the Washington 
Conference, the United States halted Japan temporarily in her policy of 
expansion. However, as the militarists regained power, she resumed this 
policy. In 1931, America led the opposition against Japan and stated she 
would not recognize the acquisition of any territory obtained by force. 

Thus it may be seen that this country has had a policy of involvement 
in the affairs of the Far East from the earliest days of the Republic. Americas’ 
insistence on equal commercial privileges with other nations brought us into 
conflict with Japan as early as 1905. Tension betwen the two nations 
mounted through the years and came to a head in 1941. In July of that 
year the United States froze Japan’s assets in this country and the two 
nations moved closer to war, for Japan was very dependent upon her foreign 
trade which the U. S. had now cut off. However, the point over whicn 
neither would yield concerned the territorial integrity of China. The United 
States insisted that it be maintained and Japan refused to heed this demand. 
Thus the policy enunciated forty-one years before finally had to be upheld 
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by war. Yet during these years little realization seemed to exist that such 2 
result might follow from this policy and few preparations were made 


to back it. up. 
x * * 


Since World War II, radical changes have occurred in our foreign 
policy. The most bitter disputes have come over any departure from these 
three basic principles. Attempts to deviate from them arouse strong opposi- 
tion, as in the case of the North Atlantic Pact and our policy towards 
China today. 


ETHEL TUTTLE 
School of International Affairs 
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INTERNATIONAL MISUNDERSTANDINGS— 
OBSERVATIONS FROM A SUMMER EXPERIENCE 


The American student is not usually regarded as an intellectual crea- 
ture above and distinct from his fellow Americans, but is rather a part 
and a reflection of his society. For this reason, the mass student invasions 
of Europe in the last three summers have played an increasingly significant 
role in clarifying European impressions of American culture. The nature 
and extent of this clarification is difficult to assess, just as it is difficult 
to determine the effect of returning United States students on American 
thinking. 

Yet to a student of international affairs, once having recognized the 
impact of public opinion on diplomatic decisions, the development of this 
Opinion — its ideological bases and influencing forces ——becomes an 
absorbing and challenging study. And certainly, the task of developing 
a sector of that opinion is equally interesting and a legitimate summer oc- 
cupation for a professional student of international affairs. 

For the past three summers the American Friends Service Committee 
(Quakers) has been charged with the responsibility of orienting American 
students en route to Europe and of evaluating student experience abroad 
on the ten day return trip. This Ship Orientation Program usually provides 
a staff of five educators and service workers on each ship; and it is here 
that the opportunity of influencing the attitudes of American students as 
they approach Europe is provided. Clearly, the Ship Orientation Program 
attempts to stimulate a spirit of understanding, sympathy and a willingness 
to learn. By their nature, students are susceptible to this purpose since only 
a minority are on a “happy-go-lucky” vacation. 

Only secondarily and indirectly is the task that of polishing ‘saddle 
shoed ambassadors,” but it is this aspect of the program and its results 
which are of most immediate interest. For even though the fate of Europe 
may rest more directly in congressional hands than in European public 
opinion, what Europeans think of America and her people may preclude 
the effects of congressional decisions. 

Over 20,000 United States students traveled abroad in the last three 
summers. Considered beside the usual tourist travel and the numbers of 
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“GI's” in Europe, this figure may seem small. But if the activities of stu- 
dents abroad are examined, their impact on European opinion was exten- 
sive. For example, students tend to travel more widely and usually by 
methods that bring them into closer contact with Europeans than do the 
conventional touring habits of other fellow Americans. They are more 
curious, more daring and more friendly. They venture into political meet- 
ings and go behind the iron curtain. They are more concerned with Europe's 
current problems and know more <bout each country than do the more 
pleasure-seeking Americans vacationing abroad. And they are usually short 
on funds —a situation that often results in a psychological reverse in the 
current personal relationship between American and European. 

To select among the experiences of students abroad to illustrate this 
impact on Europe is to risk too inclusive generalization. Yet it is fair to 
say that balanced with the impressions that confirmed European preconcep- 
tions of “the American,” the opposite type of experience was far more 
common. American farm youth, for example, who were on a Department 
of Agriculture exchange program last summer, were indeed a revelation 
to farmers all over Europe, not only for their keen knowledge of farm 
problems and techniques, but for their broad education and interest in 
world problems, for their ability to speak with ease, without deference to 
“elders or experts.” Those American students who participated in summer 
schools, seminars and work camps were frequently able to demonstrate 
the mobility of American society by their first-hand experience gained in 
part-time jobs. ‘Working one’s way through college” is far less common 
in Europe where, in general, part-time jobs are non-existent, and in many 
places considered “improper for students.” 

Perhaps this helps to account for the vast differences in attitudes of 
United States and European students. The lament of one European pro- 
fessor that he had yet to hear a good verbal defense by an American stu- 
dent of “free enterprise theory” is significant, not because it makes bol- 
sheviks of American youth, but because it demonstrates the facts about the 
public’s political thinking in America. Like the public he reflects, the 
American student is less concerned with labels, with abstract arguments 
of philosophical and economic concepts than with the results of any busi- 
ness or governmental policy and program. He speaks of TVA and federal 
housing, of “parity” and “budgets;” he 1s vitally and optimistically in- 
terested in “doing and building.” And if this serves to substantiate the 
European charge of superficiality, this lack of concern for ideological im- 
plications nevertheless helps Europeans to recognize one of the factors in 
American political life—a factor they will watch with interest in the 
current debate at the top level on the “welfare state.” 

But if the American student talks little of freedom his behavior be- 
trays an excessive familiarity with democracy. Those who hitchhiked and 
bicycled over the continent, sleeping in barns and youth hostels, stopping 
for “cafe espresso” with truck drivers, arguing with officials in countries 
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where uniforms were not to be argued with, dressing as informally as the 
climate demanded, seeing, hearing and understanding tragic problems, con- 
stantly questioning and commenting on European politics, making friends 
with bad accents and songs, giving no dollars, cigarettes or nylons and for 
this reason being invited to taste the region’s best wine —these were 
Americans who represented most accurately the easy-going, friendly and 
egalitarian characteristics of Americans when in their home environment. 

But by far one of the most outstanding surprises to Europeans was 
to find “the American woman” quite unlike Hollywood’s version. Even 
if we admit all the common characteristics of women in western civiliza- 
tion, yet it is not hard to find definite differences between the women of 
the United States and European countries in general. For the first time 
on a large scale, Europe is seeing “la jeune Americaine” rather than the 
usual Babbitt’s wife. Although the American coed may not be fully rep- 
resentative, her health and appearance, her informality of dress and man- 
nerisms, were indicative of a different pattern of culture, one in which 
women as a whole participate more freely in social life on a more equal 
basis — in sports, civic activities, business and public life. Granted, of 
course, this is not a valid comparison in all European countries to the 
same extent, just as these qualities are not found in all American women. 
But if general differences are apparent, and Europeans themselves seem 
to find them, then the species of female the American democracy is produc- 
ing should be known and understood by others. Indeed, the astonishment 
of one European expressed to a young American husband simply and elo- 
quently explains this need: “You mean your help your wife with the 
dishes ?”’ . 

Perhaps these young Americans were not always admired or even 
liked. But when they talked with knowledge of crop yields and frankly 
showed a farmer why he should give up strip farming, when they bluntly 
defended or criticized United States foreign policy, when they scoffed at 
tradition and puzzled over the problems of European integration, they 
reminded Europe that the “imperialist reactionaries of America’ was a 
phrase quite indescriptive of reality. 

American students have been our most representative cultural car- 
riers, at least in peacetime. One glance at the student passenger list is 
enough to show their varied social, economic, political and geographic 
backgrounds. How much more effective than the usual film is this per- 
sonal carrier of American culture to a European long since convinced that 
“all Americans are rich and selfish” and “Americans are politically and 
culturally naive.” Our task is certainly not that of engaging in cultural 
imperialism, nor are we even interested in countering one description of 
socialist utopia with our own of capitalist utopia. Certainly the American 
democracy is strong enough to be presented truthfully. 

Thus it is not out of order to suggest that international student travel 
be encouraged in every way; quite apart from the values of individual 











fairs 


the 
con- 
ends 
for 
were 
and 
it. 
was 
Even 
liza- 
n of 
time 
the 
rep- 
man- 
rhich 
qual 
, of 
. the 
men. 
seem 
»duc- 
ment 
elo- 
1 the 


even 
ankly 
untly 
ed at 
they 
vas a 


car- 
ist is 
aphic 
; per- 
1 that 
y and 
Itural 
on of 
erican 


travel 
vidual 











International Misunderstandings 85 


education and increased public awareness of foreign responsibilities, the 
presentation of a truer picture of American values and attitudes — which 
students most accurately make to the public abroad —is a logical addition 
to today’s cultural information activities. Certainly the proof is not con- 
clusive but the confession of one European who met his first Americans 
last summer cannot be ignored. He writes: “Whatever will happen, I shall 
never forget this time together with the American students, who disarmed 
all continental arguments with the fresh breeze of their common sense!”’ 


VIRGINIA ANDERSON 
School of International Affairs, 
Ship Orientation Program (Quakers), 1949 
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BOOK 


THE DEPARTMENT OF STATE, by 
Graham Stuart. The Macmillan Co., 
466 pp. $7.50. 


The Department of State by Graham 
Stuart is a history of the State Depart- 
ment from its beginnings as the Depart- 
ment of Foreign Affairs under the Arti- 
cles of Confederation up to, and includ- 
ing, the term of George C. Marshall as 
Secretary. 

Professor Stuart’s purpose was to 
present a concise history of the machinery 
of the Department, rather than to eval- 
uate policies. He has generally adhered 
to this plan and has discussed policy only, 
when such a discussion is necessary for 
clarification. 


Because of the author's attempt to 
treat briefly and comprehensively more 
than a century and a half of history in 
466 pages, the book reads at times almost 
like a list of successive office-holders. 
This situation is inevitable in so ambi- 
tious a project and obviously many of 
the secretaries deserve but brief mention. 
Mr. Stuart has included an admirable 
index of references for anyone whose in- 
terest is aroused by a point which is not 
expanded. For important administrations 
and significant periods in the history of 
the Department a completely adequate 
treatment is given. 

Although the book is primarily an or- 
ganizational history, it is prevented from 
being dull by the inclusion of illustra- 
tive examples of the character and per- 
sonality of men who have been influential 
in the development of the Department. 


NOTES 


One gathers from the reading that 
although the Department has been host 
to many specimens of mediocrity, the na- 
tion has generally been fortunate in the 
type of men who have served, and fur- 
ther, that there have been many officers 
of brilliance and wide talent, particularly 
on the second level of the department's 
hierarchy. While oftentimes the work of 
State has left something to be desired, 
the burdens of interferences, lack of funds 
and insufficient clerical help have made 
it a matter of wonder that anything was 
accomplished at all. 

At a time when the United States is 
irrevocably committed to a strong foreign 
policy, a book such as this is important 
reading for the layman and scholar alike. 
Although procedural techniques are not 
always as well explained as is organiza- 
tion, The Department of State is a fine 
light history and an excellent guide for 
more detailed individual study. 


PAUL BERGESEN 


AMERICAN-RUSSIAN RELATIONS IN 
THE FAR EAST, by Pauline Tomp- 
kins. The Macmillan Co., 426 pp. 
$5.00. 


This is a timely and well-written his- 
tory of Russian-American rivalries in the 
Far East. In addition, it is an indictment 
of the balance-of-power theory of inter- 
national politics. 

Dr. Tompkins shows that the tradi- 
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Book Notes 


tion of American-Russian amity which 
has grown up in this country rested on 
the unstable foundations of distance and 
a common rival, first Great Britain and 
later Japan. She then analyzes the perti- 
nent facts in Russian-American relations 
in the Far East, beginning with 1914. 

Today Russian and American spheres 
of influence overlap and there is no com- 
mon enemy against whom they can unite. 
Instead, each fears the other. The con- 
sequences for the world will be dis- 
astrous, she believes, if we continue to 
use the balance-of-power formula of the 
past. To survive, we must have world 
government. ‘‘Self-preservation,” she 
writes, “is no longer sufficient, for we 
have at last reached the point in our ma- 
terial and scientific progress where sut- 
vival must be a community project.” 

Dr. Tompkins focuses on the Far East- 
ern story as “a history in microcosm of 
world politics within the ordered anarchy 
of the balance of power.” After the Rus- 
so-Japanese War, antagonism of the two 
nations turned against the United States 
and “by 1914 the last vestiges of tradi- 
tional American-Russian friendship had 
disappeared.” 

For the period 1918-32 Dr. Tompkins 
employs hitherto unused State Depart- 
ment records and gives, for example, a 
very detailed account of the discussions 
and negotiations preceding United States 
participation in the 1918 Siberian expedi- 
tion. This intervention in Siberia gave 
rise to bitterness and distrust, the fruits 
of which we reap today. Although Rus- 
sia and America were drawn together by 
their common distrust of Japan, fear of 
each other prevented them from forming 
a united front. 

Dr. Thompkins covers the disputes 
over the Chinese Eastern Railroad and 
American efforts to settle it and the 
struggle in China between Nationalists 
and Communists. Although Russia and 
America came closer together because of 
fear of Japan and Germany, in the Far 
East their rivalry continued unabated. In 
spite of our previous attempts to have 
Russia enter the war, after Hiroshima 
this was no longer desired, for it would 
give her a voice in the Far Eastern peace 
settlement. 
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The ending of the war-time alliances 
and a return to “business-as-usual’” in 
world politics was an unpleasant shock 
to the people of America. Dr. Tompkins 
discusses our policy in Japan and Korea 
and points out that there, as in Germany, 
it is being shaped to fit the thesis that 
Russia is our next enemy. Once again 
we are back to jockeying for a balance 
of power. This, she believes, can lead 
only to disaster. If we are to avoid it, 
we must within this century set up a 
world government. If we do not, we 
cannot expect to survive. 

Dr. Tompkins feels that it is up to 
the people of America to take the lead 
in this action, since they are free to do 
so, and the Russian people are not. This 
is a valid conclusion, but it is impossible 
to ignore power politics until there be 
a strong system of world government. We 
can take the lead in building up such a 
system, but we cannot forge it alone. 
We need Russia’s help. Thus, Dr. Tomp- 
kin’s implication that it is solely up to 
the United States does not seem justified. 


ETHEL TUTTLE 


THE CHINESE CONQUER CHINA, by 
Anna Louise Strong. Doubleday. 
275 pp. $3.00. 


Being an inveterate champion of leftist 
movements wherever they appear in the 
world, Anna Louise Strong returned to 
China in 1946, and for nine months 
toured the ‘Liberated Areas,’’ i.e., Com- 
munist China, studying the course of 
events there since the war. In The Chinese 
Conquer China she combines those nine 
months of traveling, interviewing and 
observing with her experience from her 
other trips to China in the mid-twenties 
and in 1938 to give us the first up-to- 
date account of the movement that has 
since succeeded in winning most of 
China, and the reasons for its success. 

For the American reader, the value of 
the book lies in its depiction in terms 
of factual examples of what the Com- 
munist program means to the Chinese, 
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and, thereby, giving us an understanding 
of the spectacular advances of the Com- 
munists during the past two years. Cor- 
ruption, ‘the squeeze,” and crushing tax 
burdens are not just newspaper abstrac- 
tions in this book; they are living exam- 
ples of hunger where there is sufficiency, 
of the wealth of Yang growing on the 
labor of a woman who had to wash 
clothes for him for eight years without 
wages, of 75% of a country’s popula- 
tion dying of hunger — deaths which 
could have been prevented had the 
peasants owned their own crops. Such 
conditions alienated the people from the 
government of Chiang Kai-shek, and 
brought them over to the Communists, 
who actually carried out their program 
of “land to the tiller.” By supporting 
the Kuomintang, the United States also 
came to be despised and feared. Mean- 
while, the Communists swept forward on 
the enthusiastic support of the peasants 
they freed. 

Miss Strong’s interest in her subject, 
however, is too enthusiastic to be con- 
tagious, and, as with her other books, 
one is inclined to be somewhat skeptical 
of her general thesis. The difficulty lies 
in not knowing just how many grains 
of salt are required in accepting it. But 
this much we can know from the book, 
something we must reckon with in the 
future: that “these new Chinese have 
‘faces’ ”’. 


GEORGE M. SCHWARZ 


STAFFORD CRIPPS: MASTER 
STATESMAN, by Eric Estorick. 
John Day Co. 342 pp. $5.00. 


This favorable life story of Sir Staf- 
ford Cripps protrays the English states- 
man as representative of a position that 
challenges a funuamental problem of our 
time. In Mr. Cripps’ words, the issue is 
“to work out forms of democracy that 
will enable us to plan and control our 
economic life without depriving the com- 
mon people of their individual freedom 
and their just rights.” This theme the 


author describes as basic to Sir Stafford’s 
philosophy as a leader today. 

The author fills Mr. Cripps’ youthful 
days with the tradition of ‘the patriotic 
English reformer to whom Communism 
was anathema,” and to whom “ordered, 
planned progress, without violent inter- 
ruptions of the organic process was the 
obvious mode of development for the 
Christian way of life.” Mr. Estorick skill- 
fully traces Sir Stafford’s public life from 
his beginnings as a man whom “the great 
tidal forces of social history had passed 
by’ to a world figure fully conscious of 
the great problems of our day, with a 
determined policy for their solution. Mr. 
Cripps says, “The world crisis is then 
in my view basically a moral rather than 
a political or economic crisis.” And this 
comes from the man who, as a promi- 
nent scientist, organized England’s chem- 
ical production in the first World War; 
who, as the most eminent barrister of 
the land, was renowned for his erudite 
and empirical presentations; and who, as 
a successful diplomat, had managed to 
comprehend the delicate balance between 
international political forces and national 
interest. 

The author balances the characteriza- 
tion of Cripps as a leader with the high- 
est moral concepts of societal problems 
against his capacity to judge correctly 
the extent to which ideals of good gov- 
ernment are tempered by the feasibility 
of political action. This is well illus- 
trated by his portrayal of Mr. Cripps’ 
foreign policy. He stood for a national- 
coalition government to strengthen demo- 
cratic forces against rising totalitarianism 
in the ‘thirties. Independence for India 
and a pooling of all colonial areas ‘‘with 
the object of their attaining maturity and 
self government” was advocated. Firm 
cooperation with Russia before and dur- 
ing World War II was essential, because, 
otherwise, as the author says, ‘He 
thought that more and more the Allies 
would be fighting two separate wars and 
that the Russians would step up their 
claims as they became more certain of 
victory.” 

As Mr. Estorick truthfully states, ‘Here 
is the outlook of a British liberal-na- 
tionalist whose whole concern turns not 
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Book Notes 


upon the evolution of world society to- 
ward Socialism, but upon the relation- 
ship of Britain and British national in- 
terests to other national interests.” It 
is because due emphasis is given to this 
factor as tempering Sir Stafford’s ideal- 
ism that the biography stands as a bal- 
anced work. 


RICHARD C, ROWSON 


CONSERVATISM REVISITED, by 
Peter Viereck. Scribners. 187 pp. 
$2.50. 


THE TWENTIETH CENTURY, by 
Hans Kohn. The Macmillan Co. 
234 pp. $2.50. 


Two books have come out recently 
which form a sort of “why we fight” 
study. One of them, Hans Kohn’s book 
The Twentieth Century, is an analysis 
of the historical development behind the 
psychological and political problems of 
the world at the halfway point of the 
twentieth century. The other is Peter 
Viereck’s Conservatism Revisited, which 
sets forth the traditional way of life 
and the beliefs which constitute the 
strength of our western society, the things 
to which we should cling to maintain 
the civilization that is ours: the only 
one in which we could be happy. 

Conservatism Revisited is a book with 
a purpose: keeping alive devotion to the 
principles more commonly attached to 
liberalism: the dignity of the individual, 
orderly change, and the freedoms. How- 
ever, Viereck sets his conservatism off 
from liberalism by ascribing to it all 
that is good from all the systems of 
political thought. “Conservatism is be- 
trayed when it becomes the exclusive 
property of a single social or economic 
minority; and everything from factory 
reform to socialization may be included 
in conservatism. The conservative con- 
serves what is best in the past, he “‘con- 
serves discriminately, the reactionary in- 
discriminately.”” Particular economic sys- 
tems are not the property of conserva- 
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tism, but rather more fundamental hu- 
man principles: sanctity of the law, re- 
spect for tradition and historical con- 
tinuity, and a subtle amalgam of ma- 
terialism, cold reason, and idealism. 

Two of the three chapters of the book 
are devoted to an examination of the 
best and the worst in conservatism, com- 
bined in the person of Metternich. As 
a European aristocrat, knowing no 
boundaries, says Viereck, Metternich 
fought against German bourgeois na- 
tionalism and racism, for a European 
unity in the cause of peace. He quotes 
Metternich: “C’est que depuis longtemps 
l'Europe a pris pour moi la valeur d’une 
patrie,”” and describes his Concert of 
Europe as an effort in much the same 
direction as the present European Union 
movement. He had to struggle against 
ardent German nationalism and racism 
in men like Arndt and Jahn, was suc- 
cessful during his days of power, but 
his cause eventually lost. The result was 
pre-1914 chauvinism and Nazism. Un- 
fortunately, Metternich was too weak to 
resist being drawn into the sordid re- 
pressions following the Carlsbad De- 
crees, the blame for which Viereck 
places on the shoulders of Metternich’s 
reactionary and narrow-minded sovereign. 

Despite certain flaws one can find in 
his evidence, Viereck does bring before 
us a picture of a society ideally suited 
to us of the western world, which our 
heritage has prepared for us, if we can 
but re-invigorate it and defend it from 
internal and external enemies. From it 
many people today can find a direction 
and purpose for their own political life 
which they now lack. 

The Twentieth Century is a political, 
social and cultural analysis of the last 
hundred years of western history. Hans 
Kohn exhibits the breadth of vision and 
depth of insight necessary to piece his- 
torical facts into political trends. He has 
appraised our present condition in terms 
of the past, but with an eye to the 
future. 

This decade of the twentieth century 
may be as much of a turning point as 
was the corresponding decade of the 
nineteenth century. ‘‘In 1848 the founda- 
tions of Western civilization — _ intel- 
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lectual belief in the objectivity of truth 
and justice, ethical faith in mercy and 
tolerance — were still unshaken.” In 
1948 we face the future with scepticism 
— even forboding of what may come. 
The logical outcome of the Age of Rea- 
son and the growth of liberal democracy 
which followed it was the development 
of a world-wide society and a world 
civilization. But the irrational forces of 
history interfered. Where nineteenth 
century man had faith, twentieth century 
man has scepticism. The conflict of na- 
tions has reached its greatest intensity 
at the mid-point of the twentieth cen- 
tury, and we find ourselves in mental 
and moral confusion. 

The twentieth century is not without 
reason for its scepticism and frustration. 
Recent years have been disillusioning. 
Having explained this condition histori- 
cally, the author looks at the present 
world power crisis with a word of cau- 
tious optimism. “If the democracies re- 
main united, strong, and vigilant, the 
totalitarians will lose their fanaticism. 
Their confident belief that they can im- 
pose their faith, sometimes called ‘true’ 
democracy, upon the ‘decadent’ plain 
democracy, will wane.’ Within a not 


too distant future a united Europe, a 


united orderly China, or the revitalized 
Islamic realm from Morocco to Java may 
emerge as factors no less powerful, and 
perhaps more powerful, than the present 
giants.” 


GEORGE M. SCHWARZ 
RICHARD T. NEWMAN 


STRATEGIC AIR POWER, by Stefan T. 


Possony. Infantry Journal Press. 
308 pp. $5.00 . 
Here is a well-written book which 


serves the double purpose of presenting 
a scholarly outline of present military 
problems and of showing how the United 


States must plan for both winning wars 
and maintaining peace. 

Mr. Possony, a war-time figure in 
French air and American Navy Depatt- 
ment strategy and a post-war writer and 
teacher at Georgetown University, of- 
fers this as a cure for those who worry 
either too little or too much about atomic 
weapons and the next war. 

For those who worry too much, he 
ably illustrates that the atomic bomb 
is not revolutionary in a military sense, 
nor does its availability make its use 
inevitable. For example, any belligerent 
could threaten to use retaliatory measures 
that would make use of the bomb im- 
practical. Potential alliés or occupied 
countries would suffer more than the 
intended victim. 

For the lethargic thinkers, he points 
out that atomic power may some day 
revolutionize industry and antiquate tradi- 
tional arms other than the bomb. Of 
more immediate importance, it makes 
air power more than ever essential. 

He discusses delivery of the bomb, 
which depends on absolute air superior- 
ity, then adds an argument for the con- 
tinuing necessity for land and sea forces, 
if only for the reason that thev are ele- 
ments of air power. Nor are the former 
uses of these arms invalidated. He 
presents other strong pleas for the 
maintenance of land, sea and air su- 
periority as being the best present means 
of preventing war. The United States 
must make any attempt at aggression 
seem impossible of success. 

For logical reasons, Mr. Possony 
places little value on the efficacy of an 
international air force. Its military 
strategy is poor, and the weaknesses of 
the Security Council and the Military 
Staff Committees are still too great to 
make the most complete use of even 
an inadequate device such as an inter- 
national force. This provides another 
argument for up-to-date American pre- 
paredness. Only this preparedness will 
safeguard democratic countries from mili- 
tary and political deaths. 


H. G. PICKNELL 
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Book Notes 


SOVIET ARMS AND SOVIET POWER, 
by Gen. Augustin Guillaume. In- 
fantry Journal Press. 212 pp. $3.50. 


Attempts have been made since the 
last war to discover the “secret” that 
enabled Russia, alone among the vic- 
tims of Germany's Wehrmacht, to nul- 
lify the formidable Blitzkrieg attack. 
Some authorities give credit to the Rus- 
sian winter, to American Lend-Lease, to 
Hitler’s poor judgment, or to the Bol- 
shevik Revolution. General Guillaume, 
who served from 1946-48 as Military 
Attaché of the French Embassy in Mos- 
cow and now commands French occupa- 
tion troops in Germany, handles the 
question in his book which is a military 
analyst's exposition of Red Army tech- 
nique in World War II and of the basis 
for Russia's industrial-military strength. 

The author offers an overall, stage by 
stage, survey of the battle for Russia, 
from the Polish line east-ward to Lenin- 
grad, Moscow, and Stalingrad, and west- 
ward to Berlin. In specific instances he 
breaks down the huge picture to show 
the basic Soviet technique, centering on 
the supremacy of infantry, heavily sup- 
ported by massed artillery and tanks, 
with the complete subordination of air 
power to a tactical ground support role. 

Lend-Lease is mentioned by General 
Guillaume as an important factor in 
the success of the Soviet drives though 
it was felt in strength only after the 
offensives were in full swing. But he 
does not adequately emphasize the value 
of such items as 385,000 trucks and over 
20,000 aircraft in a country always in 
need of transportation facilities. He con- 
cludes that it was Russia, in particular 
Stalin’s Russia, that was responsible for 
the Nazi debacle, pointing out that the 
German mistakes must be attributed to 
Hitler rather than to his General Staff. 

As an analysis grounded on facts, the 
book commits at least one major error. 
Endeavoring to give all credit to Stalin 
for the industrial power and military 
prowess of the Soviet, the author names 
him as the formulator of the New Eco- 
nomic Policy (N.E.P.) in 1921, a pro- 
gram which allowed for a short-term re- 
treat to capitalism to remedy the destruc- 
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tive effects of the Civil War. It is 
known, however, that Lenin, less doc- 
trinaire than some of his colleagues, first 
secured approval for the N.E.P. in March 
of 1921, a year before Stalin became 
Secretary-General of the Communist 
Party. Further, Isaac Deutscher, in his 
recently published, Stalin, A Political 
Biography, writes: “Stalin made no con- 
tribution to the original program of the 
N.E.P. which was entirely Lenin’s crea- 
tion.” 

There is no journalistic record, how- 
ever, of the realities of the war fought 
by the Russian soldier and civilian to 
compare with those which have come 
out of the other fronts. Along with 
this may be mentioned the Soviet flair 
for exaggeration and the omnipresent 
lack of correct statistical data which the 
author's personal observation of the bat- 
tle areas could do little to remedy. 

The book contains an appendix af- 
fording valuable information about the 
life of the principal Soviet Marshals, 
Military and Naval Academies, Red 
Army material and composition, and in- 
signia and decorations. 


ALAN E, GOLDBERG 


WORLD REVOLUTION IN’ THE 
CAUSE OF PEACE, by Lionel Cur- 
tis. The Macmillan Co. 135 pp. 
$2.50. 


Ever since the use of the atomic bomb 
in World War II against the Japanese, 
at which time people saw the poten- 
tiality of its destructive nature, there has 
been great concern all over the world 
about the development of an effective 
organization which will be capable of 
preventing another global war. In_ his 
book World Revolution in the Cause of 
Peace Lional Curtis, “an ardent and ex- 
perienced worker for international peace,” 
has outlined his method of approach for 
the securing of world peace. The book 
is foreworded by former Associate Jus- 
tice Owen J. Roberts of the United 
States Supreme Court. 
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Mr. Curtis draws an analogy with the 
American states following the American 
Revolution. Pointing out the intense de- 
sire of the Americans in the eighteenth 
century to retain sovereignty for each 
state, he argues strongly that they dis- 
covered the shortcomings of such an ap- 
proach after experimenting with the 
Articles of Confederation, and were 
forced to adopt a written constitution, 
forming a federal state, with sovereignty 
in the people of the United States. 
Whilst certain powers were retained by 
the states, he notes that the power over 
the armed forces and the power to make 
war were placed in the Federal govern- 
ment. 


The failure of the League of Nations 
to prevent World War II, and the present 
workings of the United Nations, due 
partly to extreme optimism, have been 
somewhat disappointing, and have made 
Mr. Curtis critical of the functional ap- 
proach to world peace. He proceeds to 
outline the form a world federal organi- 
zation should take, pointing out some 
of the problems involved, foremost 
among them being the cost of defence 
and the method of representation. 

There can be no doubt that the solu- 
tion worked out by Mr. Curtis is highly 
controversial. Nor is it easy to believé 
that some of the problems which have 
caused disappointment over the func- 
tional approach would not result in in- 
surmountable barriers to the achievement 
of the objective sought by Mr. Curtis. 
It is necessary to bear in mind that the 
problems to be solved in instituting a 
world federal government today would 
be far more complex and difficult, as 
a result of natural barriers of language, 
cultural backgrounds, etc., than those 
which had to be solved in bringing 
together thirteen colonies, all of which 
were owned by one foreign power. 

Nevertheless, Mr. Curtis has faced the 
issues squarely, and writes with a great 
deal of conviction about his views. 
Whether one is in agreement with these 
views or not ,the book makes good read- 
ing, and is to be recommended for care- 
ful consideration. 


RUDOLPH GRIMES 


BRAZIL: AN EXPANDING ECON. 
OMY, by Wythe, Wight and Mid. 
kiff. Twentieth Century Fund. 389 
pp. $3.50. 


INDUSTRY IN LATIN AMERICA, by 
George Wythe. Columbia Univer- 
sity Press. 315 pp. $4.00. 


The earnest student of Latin America 
will find these two volumes indispen- 
sable, while those with only amateur 
standing will learn much from a well- 
balanced and interesting presentation of 
the economic state of affairs in the 
southern America. It is to be hoped that 
further studies of the type offered in 
Brazil will appear to fill out the lines 
suggested in the more general survey. 

The first group of writers presents a 
detailed review and appraisal of Brazilian 
geography, mores, and economy, using 
the two former to explain the latter. The 
dominant geographical factor is the “poor 
arrangement of superlative qualities’ — 
the largest iron reserves in the world 
are hidden in inaccessible mountains, 
thousands of miles from the nearest coal- 
fields. The right amount of rainfall 
comes at the wrong time. There is 
plenty of water power — located in the 
interior of the country where develop- 
ment is most difficult. 

Brazilians themselves — Portuguese, 
Spanish, German, Japanese, Indians and 
Negroes, plus a large scattering of other 


origin — present as varied a pattern of 
contradictions as does their country. 
Almost every town, certainly every 


province, has its own personality; yet 
altogether they share in the character 
of the Braziliero. The problem as here 
presented is whether or not this character 
can apply itself to its environment in a 
manner sufficiently forceful to raise the 
living standard of the people to the 
point where that same character can be 
freed to express itself. 

7 Up till now, mercurial shifts of in- 
terest — from gold mining to cotton 
to rubber to coffee to oranges — accom- 
panied by vast migrations and careless 
misuse of natural resources, have pre- 
vented the Brazilians from making the 
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Book Notes 


most of their rich endowment. To rem- 
edy this, there has been an attempt at 
greater government control of the means 
of production, leading to the usual 
dichotomy between the need for foreign 
investment and the fear of the political 
domination which might follow. Still, 
the tone of the book is one almost of 
appeal for investments by U.S. firms and 
government agencies; which bias never- 
theless does not mar an extremely fine 
exposition of Brazil today — and to- 
morrow. 


Mr. Wythe’s solo opus gives the only 
comprehensive picture to date of the 
development of the entire Latin Amer- 
ican continent. He presents industriali- 
zation as ‘the way out’ of the myriad 
problems engendered by a weird geog- 
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raphy and the politics of vested interests. 
First reviewing these problems, then the 
ways in which they have been faced, 
the author, who is Chief of the Regional 
Policy Staff of the U. S. Department of 
Commerce, proceeds to a country by 
country statistical survey of industry ex- 
tinct, extant and incipient. He pays 
special attention to the several compre- 
hensive government plans for integrated 
development — such as Brazil’s Volta 
Redonda; Chile’s Fomento scheme; 
Uruguay's flyer into socialism; and 
Argentina's exchange policies. These 
will be of particular interest to those 
among economic and political thinkers 
who hold there is nothing new under 
the sun. 


JUDITH LAIKIN 








OTHER BOOKS RECEIVED 


OPERATION SANDSTONE, Edited by Clarence H. White. Infantry 
Journal Press; 104 pp. $3.50. 
A pictorial account of the atom bomb test at Eniwetok. 
TURKEY: AN ECONOMIC APPRAISAL, by Max Weston Thornburg, 
Graham Spry, and George Soule. The Twentieth Century Fund; 
324 pp. $3.50 
An economic appraisal of modern Turkey. 
JAPAN, ENEMY OR ALLY?, by W. Macmahon Ball. John Day Co., for 
the Institute of Pacific Relations; 244 pp. $3.00. 
Criticism of occupation policy by an Australian, formerly British Com- 
monwealth member of the Allied Council for Japan. 
BEHIND THE CURTAIN, by John Gunther. Harper & Bros. ; 363 pp. $3.00 
An inside report on the countries behind the Iron Curtain. 
AMERICAN POLITICS AND THE PARTY SYSTEM, by Hugh A. Bone. 
McGraw-Hill; 777 pp. $5.50. 
A basic text for courses in political parties by a professor of Govern- 
ment of the University of Washington. 
Books appearing on this list may be reviewed in a later issue, except those 
published so early as not to warrant reviewing. 
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REQUIRED READING FOR ALL 
STUDENTS OF INTERNATIONAL AFFAIRS 


Stalin 


A POLITICAL BIOGRAPHY 


By ISAAC DEUTSCHER. ‘‘The classic biography.’’ 
—New York Times. ‘‘The, most readable, fair and in- 
formative of all the biographies of Stalin. It makes 
Stalin intelligible. It makes the whole fascinating and 
fearful drama of the USSR comprehensive. Deutscher 
has mastered his materials. He has historical perspec- 
tive, psychological insight, and a talent for sherwd 
evaluation.’’—Frederick L. Schuman, Chicago Sun- 
Times. With 22 photographs of Stalin. $5.00 


The Foreign Policy 
of Soviet Russia 


VOLUME TWO: 1936-1941 
By MAX BELOFF. ‘‘This is perhaps the most 
painstaking analysis of the subject in English, and 
although it is primarily a work of scholarship, it is 
written as a freely flowing historical narrative.’’— 
The New Yorker. 
Volume I, $3.75. Volume IT, $5.00 


Political Power in the 
U.S.S.R. 1917-1947 


By JULIAN TOWSTER. ‘‘It is safe to say that 

not for a long time will a single volume contain so 

much material with which to document study of the 

government of the U. 8S. S. R.’’—John N. Hazard, 

New York Times. $6.00 
At all bookstores 
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27 MASTERS of POLITICS 


in a Personal Perspective, by 


RAYMOND MOLEY 


Professor of Public Law, Columbia University 


ROM his long-time personal acquaintance with each of the men 

covered, Raymond Moley, contributing editor of Newsweek, has 
written a series of well-rounded evaluations of each. Revealing a wealth 
of hitherto unpublished material about such history-makers as Herbert 
Hoover, Alfred E. Smith, F. D. R., Huey Long, James J. Walker, Jim 
Farley, etc. Mr. Moley, through their lives, makes a keen analysis of 
the art of American politics. 


Herbert Bayard Swope has written, “Every man or woman even re 
motely interested in politics will find this book essential to the under 
standing of the last forty years.” 


A Newsweek Bookshelf Book $3.50 ¥ 





GOVERNMENT & POLITICS 


Everyman's 


ABROAD 
Edited by 
JOSEPH S. ROUCEK 
With Floyd A. Cave, Wilbert L. Hindman 
Glenn E. Hoover, Thorsten Kalijarvi 


A POSTWAR history covering 33 
countries of the world, small as 
well as large nations. Covering events 
into 1947 it includes penetrating dis- 
cussion of historical backgrounds, 
social forces and intellectual trends 
in each country treated. 


Text Edition $4.00 








UNITED NATIONS 
Prepared by the UN Dept. of 


Public Information 


Introduction by 
TRYGVE LIE, Secretary General 


AN INDISPENSABLE guide to the 
United Nations — its purposes 
and principles, its functions and 
powers, its organizational structure, 
its work and accomplishments, the 
roster of its members, its regular 
and special committees, its history. 


$1.00 
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